Vol. 76= MAY, 1943 


THE “HOLD THE LINE” ORDER 


WHAT IS THIS “SOCIAL SECURITY”? 
Gerhard Hirschfeld 


CHOOSING A PENSION PLAN 
J. H. Storrie 


RELIEF ACT AND TRUST ADMINISTRATION 
A. W. LeGassick 


“IDLE MONEY” IN STOCK MARKET 
L. Albert Hahn 


TAXATION OF REMOTE INHERITANCES . 
A Symposium & 


Fiduciary Publishers, Inc. 
50 East 42nd Street, New York City 





New York Escrows 


If you have any documents pertaining to New York real 
estate to be placed in escrow pending completion of any 
agreement in New York City, we are equipped to act as 
escrow agent with efficiency and at moderate cost. 


For over fifty years, we have been closing real estate contracts 
for our clients and have acquired the necessary experience 
to solve the various difficulties that ofttimes arise in connection 
with real estate. 


Title Guarantee and Trust Company 


176 Broapway ee 175 RemsEN STREET 
New Yorr p= 93 BROOKLYN 


Fiduciary Service 
in New York State 


With over three-quarters of a cen- 
tury of continuous fiduciary experi- 
ence in New York State, we are glad 
to extend to banks and trust com- 
panies in other states full co-opera- 
tion in the handling of estate and 
trust problems of their clients re- 
quiring special attention in this state. 


BROOKLYN TRUST 


177 Montague St.—Brooklyn Greater New York Q24.%) of the F.D.L.C. 
New York Office—26 Broad St. iis 


One of the oldest Trust Companies in the United States 





Our Trust Department is 
organized to provide any 
service required in the cor- 
porate and personal trust 
fields. And we always try 
to take the extra steps—in 


promptness, cooperation, and 





efficiency —which go well 


beyond the routine handling 


of such activities. 


Trust Department 


The First National Bank 
of Chicago 








TRUSTS and ESTATES—May 1943 





ot) ged 
\ ff pe. 


Oil for the Tanks of Africa 


Tankers arrive on the African Coast to pump life-blood into our armored 
force, planes, trucks—victors over the perils placed in their path. 

To build our tankers and other ships has been a major task for our ship- 
yards. One such large yard, for example, had to do a “wholesale” job in a 
hurry. Extensive financing to build ways quickly was a necessary part of that 
task. The Chase National Bank was contacted by one of its correspondents 
and the financing was quickly arranged—and oil for the tanks of Africa 
thereby speeded. 

In this instance and under other similar circumstances from coast to coast, 
the Chase and other banks are actively helping producers to “deliver the 
goods” more quickly, more efficiently—when and where the fighting forces 
want them! 
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THE “HOLD THE LINE” ORDER 


fi HE President, in his April “Hold 
the Line” message and the ac- 
companying Executive Order, has 
reset the stage for a firm attack 
against inflation. But, as we note 
below, setting the stage will not in- 
sure that the actors will perform 
expertly and effectively. Three parts 
of this anti-inflation program are to 
be carried out under Executive Order 
while a fourth must be implemented 
by appropriate action on the part of 
Congress. The program includes the 
following: 


1—No further increases in the prices 
of products entering into the cost 
of living will be permitted, 

2—Further wage increases are prohi- 
bited except up to the limits of the 
Little Steel formula, to correct sub- 
standard wages, in accordance with 
the provisions of merit schemes and 
for regular promotions, 

3—Workers in war industries and in 
designated civilian industries are 
frozen to their jobs. Shifts to new 
jobs paying higher wages or salary 
than those received in their present 
jobs are prohibited unless the 
change is from a non-essential to 
an essential industry. 


In addition to taking actions to make 
the above measures effective, the Presi- 
dent called upon Congress to “act to re- 


duce and hold in check the excess pur- 
chasing power. We must be prepared to 
tax ourselves more.” : 


Major Dangers in Price Control Ahead 


It has long been evident that the at- 
tempt to control all prices has resulted in 
an undue amount of attention to many 
unimportant products. In the meantime 
the prices of many foods have been ad- 
vancing sharply. Recently the O.P.A. 
has announced that such products as ar- 
tificial flowers, book ends and similar 
items are no longer price controlled. This 
is a constructive step, but the list of un- 
essential products could be extended 
much further, thus enabling the O.P.A. 
to devote all its attention to making more 
effective its controls over food products 
and other items entering in the cost of 
healthy living. As the attempts to con- 
trol meat, vegetable, and clothing prices 
have indicated, the paths of the price 
fixers are beset by numerous and in some 
instances almost insurmountable difficul- 
ties; there is a vast difference between 
issuing orders to fix prices and making 
those orders stick. It is unlikely that 
price control and rationing will be suffi- 
cient to keep prices stable—production 
costs have already increased too far. Sub- 
sidies will now have to be used on a wide 
scale as has been done in Canada and 
Great Britain, or the pressures of rising 
costs of production and transportation 
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will make it necessary either to raise 
prices through the ceiling or cause losses 
on the part of many producers and deal- 
ers, thus disturbing production and the 
flow of supplies. As new supplies of 
goods decline, inventories are depleted, 
and purchasing power in the hands of 
consumers expands, the pressure for 
higher prices will become increasingly 
greater . The major difficulties of price 
control lie ahead. 


Distinctions between Wage Rates, 
Income and Costs 


The wage program is designed to pre- 
vent further general increases in wage 
rates with the consequent rise in unit 
costs of production and expansion of total 
purchasing power. Corrections of in- 
equalities of wage rates among different 
companies has been one of the major rea- 
sons for the wage increases granted by 
the W.L.B. The ‘elimination of the in- 
equality’ clause has already resulted in 
the rejection by the W.L.B. of several 
thousand applications for wage increases 
which were pending. Labor has been 
fighting to have the order amended so 
that wage increases for such inequalities 
will be permitted, and at the end of April 
the W.L.B. was reported to have asked 
Stabilization Director Byrnes for permis- 
sion to determine the most frequent wage 
rates for specific types of work by re- 
gions in order to raise those wages be- 
low the minimum up to the average. Any 
such action would open the doors wide 
for further wage increases. The very 
nature of an average ensures that a large 
number of individuals would be receiving 
less than the average and hence would 
be eligible for wage increases under such 
a formula. As below-average wages are 
increased, a higher average wage will be 
created with a consequent necessity for 
further adjustments. This might estab- 
lish another vicious cycle. 

Stabilization of wage rates does not 
mean the stabilization of workers’ in- 
comes. The experience of both Canada 
and Great Britain clearly demonstrates 
that wage payments continue to expand, 
despite relative stability in wage rates, 
because of the payment of overtime, 
shifts to better paying jobs or classifica- 
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tions, payment of incentive wages, etc. 
Thus, the total purchasing power con- 
tinues to expand with the consequent 
pressure for higher prices, but with a 
favorable effect on production. But al- 
though wage rates may be stabilized, 
wage costs continue to rise due to labor 
turnover, absenteeism, and the use of 
less efficient labor. Thus, while the stab- 
ilization of wage rates is a very salutary 
development to the extent that it is effec- 
tive, it does not eliminate all the in- 
creases in purchasing power and costs 
which are attributable to labor. 


Manpower Shifts and Reclassification 


The shifts of workers to similar jobs 
paying higher wages has disrupted war 
production and resulted in unnecessary 
increases in the cost of war. The new 
program is designed to prevent these 
shifts and especially those from the farm 
to the city. However, further measures 
are necessary. The present program 
would seem to require that all hiring for 
the “frozen industries” should be done 
through the U. S. Employment Service. 


Furthermore, the job cannot be disas- 
sociated from the worker’s environment; 
in many cities housing and eating facili- 
ties are totally inadequate and a large 
number of persons have left their jobs 
because of these undesirable living con- 
ditions. The freeze program must there- 
fore be supplemented by the measures to 
improve this situation. One problem will 
be the difficulty of preventing evasion 
through reclassifications of workers into 
what appear to be new jobs with greater 
responsibility but which essentially are 
the same jobs paying more money. This 
development has tended to modify the 
significance of the wage freeze in Can- 
ada. Another problem is reflected in the 
reports that many large firms are hoard- 
ing labor with the result that many 
workers may be frozen in jobs where 
their capacities are not being utilized to 
the maximum. Reports of such situations 
should be carefully investigated and pro- 
vision made for the transfer of those 
workers. Thus, while the freezing of 
manpower has certain advantages, it is 
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clear that additional measures will be 
necessary to implement this policy. 


The above survey has indicated that 
while the “hold the line” order is a major 
step in the battle against inflation much 
remains to be done before this battle is 
won. Supplementary actions are re- 
quired in connection with prices, wages, 
and manpower to implement the an- 
nounced decisions. A major prerequisite 
for success, however, must be a firm 


determination by the authorities to resist 
all efforts to pierce the ceilings for prices 
and wages or to make exceptions to the 
manpower regulations. Exceptions have 
a way of multiplying and soon they be- 
come the rule. The policy meets a major 
test in the current coal dispute. If the 
spirit of the formula is adhered to firmly 
and not evaded by indirect wage in- 
creases, we will have significant evidence 
that a real effort will be made to “hold 
the line.” 


THE TWO FRONTS — IN WASHINGTON 


HERE are two distinct philoso- 
phies represented in official 
Washington circles, a fact which 
must be borne in mind in viewing 
Congressional as well as Bureau- 
cratic activities. Industrialists and 
business men who have been found 
essential to promotion of the war pro- 
duction effort, together with a large 
number of members of Congress and 
many officials as well as career em- 
ployees of regular government de- 
partments, are primarily interested 
in practical matters such as winning 
the war and maintaining some sem- 
blance of a free enterprise system. 
In the other camp—and this includes 
some of the highest advisors as well 
as the “entrenching bureaucracy”— 
are those primarily concerned with 
the new social order: the so-called 
Controlled Economy adherents bent 
on Reform first, last and always. 
Decisions of vital importance, especial- 
ly on the production and tax fronts, are 
delayed or vitiated by compromise with 
the powerful forces of paternalism. 
These benevolent despots (benevolent 
with the taxpayers’ money and despotic 
in the theory that they know better about 
what is good for the people than they 
do) are a hangover from the “social 
gains” school, which is dangerous to our 
national security in times that call for 
social sacrifices. It has set an official 
example for the sort of demands which 
John L. Lewis has made. The result is 


that we are seeing our unity of purpose 
weakened by an internal fight between 
paternalism and production, with more 
attention being given to who gets the 
profits than to who gets the munitions. 
There are many in high policy-making . 
places who have for years been thinking 
in terms of distribution of an abundant 
supply of goods and wealth. We now 
have to think in terms of stimulating 
production to offset a scarcity of men, 
materials and time, with controls only 
one side of the problem. Catchy slogans 
and high-sounding promises for tomor- 
row are no match for performance to- 
day. The simple fact seems to complete- 
ly escape the paternalists that you can’t 
run a war and social uplift at the same 
time. Dr. Lin Yutang expressed it suc- 
cintly when he called for a fifth freedom: 
Freedom from Humbug: 


“The war calls for a leadership that 
rests on first principles. It calls for a 
man with the mind of Abraham Lin- 
coln, with its simplicity and strength. 
But we are so busy throwing up and 
laying bricks for the second and third 
floors that we are perfectly contented 
to think about the foundation afterward. 
And we are surprised that the bricks 
laid with so much pathetic effort yester- 
day always threaten to go out of plumb 
today.” 


We can no longer afford to sabotage 
the capacity of our business trained men 
in war policy by socialistic nibbling at 
the foundations of war and public wealth 
production. Let us have two fronts, but 
abroad—not in Washington. 





ry HE British have just increased their 

purchase tax on luxury products to 
100% of the wholesale price (equivalent 
to about 72% at retail). This tax was 
first introduced in 1940 and applied to 
most of the affected products at the rate 
of 334% % of the wholesale price. In 1942 
the rate was increased to 66% %. Pro- 
ducts subject to the tax include: cosme- 
tics, jewelry, photographic equipment, 
silk fabrics, leather trunks and bags, fur 
coats and other products which may be 
considered unessential to the war effort. 
The main categories of exempt products 
are foods, some types of clothing and 
agricultural machinery and_ supplies. 
This tax was designed to accomplish two 
objectives: First, to reduce the demand 
for these products and thereby facilitate 
a diversion of resources to the war effort; 
and, secondly, to increase revenues. The 
first objective has been the more impor- 
tant one. The yield from this tax has 
not been of major proportions because 
the supplies of the controlled goods have 
been steadily decreased as a result of 
limitations placed upon production—in 
some cases production has been stopped 
completely. 


Although in this country we have 
placed modest taxes on some items such 
as cosmetics, jewelry and fur coats, we 
have thus far failed to adopt a general 
sales tax. The House Ways and Means 
Committee will soon start considering 
how to raise the additional 16 billion dol- 
lars in taxes requested by the President. 
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HIGH SALES TAX ON NON-ESSENTIALS 


While additional revenues undoubtedly 
can and will be obtained by increases in 
the income tax, more emphasis must be 
placed on indirect taxes. The use of a 
heavy sales tax, as well as high excise 
taxes, would be the most effective way of 
reaching those income recipients who are 
receiving the major portion of the in- 
creased national income. We have pro- 
posed on several occasions a general sales 
tax with some minimum exemption 
through the use of prepaid tax stamps to 
cover purchases of food products by the 
lower income groups. Initially such a 
sales tax should probably be 5 or 10% in 
order to facilitate adjustment to it, but 
it would soon have to be increased to 20 
or 25% in order to meet our fiscal needs. 
While a sales tax of these proportions far 
exceeds the usual 3 to 5% timidly pro- 
posed in some quarters, it appears to be 
a major means by which the huge addi- 
tional funds necessary to finance the war 
can be raised. 


It will be alleged that such a tax will 
be equivalent to a substantial increase in 
prices, except to the extent of the exemp- 
tion, which presumably such taxation is 
designed to prevent. This is undoubtedly 
true but the alternatives would be a price 
rise of substantially larger proportions as 
the huge volume of purchasing power 
steadily corrodes the ceilings now de- 
signed to keep prices down, or the devel- 
opment of a huge black market as large 
numbers of persons try to secure more 
than their share of available supplies. 


INCENTIVE PAYMENTS 


TABILIZATION Director Byrnes has 

stated that “reasonable adjustments” 
of wages and salaries including incentive 
wages will be permitted under the new 
“hold the line” policy provided that such 
adjustments do not increase the level of 
production costs appreciably or furnish 
the basis either to increase prices or to 
resist otherwise justifiable reductions in 
prices.” Incentive payments to farmers 


have also been proposed as one means of 
stimulating output without creating in- 
flationary pressure. The inflationary ef- 
fects of these payments to farmers and 
wage earners will vary. Incentive pay- 
ments to farmers make it possible to in- 
crease supplies without the need for a 
general price rise. By having the gov- 
ernment subsidize the higher-cost sup- 
plies, specific increases in the cost of liv- 
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ing can be avoided. Since the increase 
in purchasing power is offset to a large 
extent by an expansion in the output of 
civilian goods, the general pressure for 
price rises is not increased by such pay- 
ments. 

The payment of incentive wages to 
workers, on the other hand, will have an 
inflationary effect. Such payment will 
mean that workers are paid to a large 
extent on the basis of piece work, and 
unless care is taken in setting the base 
production rate, injustice will be done to 
those workers operating on a high base. 
The scheme is designed to stimulate the 
output of war goods and apparently to 
permit workers to obtain more than 
would be possible under the Little Steel 
formula. Although unit costs for war 
goods will not be increased, purchasing 
power will continue to expand without a 
corresponding increase in the volume of 
civilian goods which measure the value 
of money. The statement that higher 
wage payments which are accompanied 
by a larger output is not inflationary re- 
fers particularly to an expansion in the 


CONSUMERS MUST 


HERE has been a tendency in some 

official quarters to ease the wartime 
restrictions affecting consumers. Recent 
evidences of this have included: the fight 
in Congress to set up an independent 
agency of Civilian Supply; the continued 
emphasis upon having sufficient rubber 
to meet some civilian needs and the re- 
cent relaxation in restrictions upon the 
availability of tires (in the meantime the 
program for high octane is reported to be 
lagging because of the synthetic rubber 
program) ; the revival of pleasure driv- 
ing in the East and the persistent reports 
that allowances to pleasure drivers will 
be increased (in the meantime a new 
shortage of gasoline has developed in the 
Eastern States since the ban on pleasure 
driving was removed); the announce- 
ment that the War Production Board’s 
concentration of production program is 
to be abandoned. Moreover, the accumu- 
lation of large stocks of some war mate- 


405 


volume of goods available for consumers. 
Only to the extent that the incentive 
wage scheme reduces the number of 
workers who must be diverted from civil- 
ian to war industries and thereby makes 
possible a somewhat larger output of 
civilian goods will such measures be non- 
inflationary. Otherwise, it seems clear 
that the pressure generated by large 
amounts of excess purchasing power 
would be increased even under the in- 
centive payment scheme. 

Nevertheless, such a system appears 
to be more desirable than the payment of 
time and a half for overtime without re- 
ceiving the proportionate flow of war ma- 
terials, since productivity of essential 
goods is the important criterion. That 
is not reason, however, for being deluded 
into thinking that there is any ruse by 
which inflationary effects can be avoided 
if increased payrolls do not result in in-. 
crease of either consumer or capital 
goods. The great advantage of incentive 
payments lies in increasing the efficiency 
of productive manpower—the cost of war 
goods remains. 


NOT BE CODDLED 


rials, such as weapons and ammunition, 
has led to the reported cancellation or 
modification of a number of contracts, 
with a consequent belief that materials 
and manpower could therefore be released 
for the production of civilian goods. How- 
ever, General Somervell, in charge of 
Army Supplies, has categorically stated 
that such accumulations are not adequate 
to meet all needs and that total produc- 
tion must continue to expand. 

Other developments also indicate that 
further restrictions will still be neces- 
sary. The manpower situation in parti- 
cular appears to be acute, as evidenced 
in recent regulations designed to force 
fathers from non-essential to essential 
industries and occupations; the freezing 
of labor in war jobs; the placing of work- 
ers in non-essential industries in some 
areas on a 48-hour week; and the increas- 
ing farm labor shortage. So it seems 
clear that any workers who may be re- 
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leased because of the accumulation of war 
goods will be urgently needed in other 
war industries or on the farms. In addi- 
tion, there are still serious shortages in 
connection with such items as shipping, 
high octane gasoline, aircraft and rub- 
ber manufacture, and hence any mate- 
rials that may be released could, in many 
cases, be effectively utilized in the pro- 
duction of these products. 


In some instances manpower and mate- 
rials not needed for the production of 
vital war materials may be diverted to a 
small extent to the production of essen- 
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tial civilian goods. However, such diver- 
sion will be the exception rather than the 
rule, and on balance there will be a 
further curtailment of total supplies 
available to civilians, both for inventory 
and new manufacture. With the steady 
depletion of inventories of durable goods, 
shortages will become more pervasive 
and the deprivations attending total war 
will be felt by the consumer. A firm stand 
must be taken to assure that the com- 
plaints arising from this situation will 
not lead to a coddling of the consumer as 
the politicians begin to keep a weather 
eye open to the 1944 political campaign. 


DURING-WAR PLANNING 


HERE is as much need to be pre- 

pared for the certainty of peace as 
there was to prepare for war at the time 
when that was not yet a certainty though 
a distinct probability. Preoccupation 
with the immediate exigencies of war or 
with the prospects of peace has gone so 
far, however, as to have left us apparent- 
ly without any but a politically expedient, 
temporizing plan for civil economy plan- 
ning NOW. Wage rate, farm price and 
manpower draft policy have been con- 
fused or vacillating in the extreme and 
continue to threaten not only our basis 
for a sound recovery later, but for single- 
minded concentration on effective war- 
fare. 


With all the urging to universal sacri- 
fice, some labor and farm groups con- 
tend for special privileges by which they 
hope either to escape such sacrifice or 
take advantage of the emergency to “get 
while the getting is good.” They rely 
on political cowardice to exert control 
over other power groups, and in fact are 
often put in the position, by each newly 
subsidized group, of having to act for 
their own relative protection. It should 
by now be clear that rationing is not 
enough to prevent price increases which 
have already doubled the cost of many 
necessaries over their Pearl Harbor level. 
The practical difficulties of rationing a 
commodity having, like meat, shoes or 
clothing, a diversity of types and prices, 


show that this is no simple solution. Nor 
can we successfully prevent further infla- 
tion by timid attempts to “control” the 
symptoms. People do not chafe so much 
at restricted supplies as at enormous 
price increases. 


What is needed is an over-all program 
that will deal with the dangers created 
by shortages of civilian goods at their 
source—spendable monetary income to 
any considerable degree in excess of 
available consumers goods. Partly this 
may require not only heavy taxation but 
also recapture of increases in income dur- 
ing the war; partly it may require re- 
striction of some income to post-war use. 
Subsidies to attract labor to vital fields 
which have been stripped of manpower 
by higher competitive wages will only 
aggravate the unhealthy spiral or “in- 
flationary gap,” while much valuable time 
will be lost to production in shopping 
under war conditions. It should not be 
necessary to adopt universal compulsion 
of labor, or to violate the natural law of 
supply and demand, but rather to find 
the basis for its functioning in wartime. 


On the question of manpower draft, 
we are seeing the beginning of disloca- 
tions of employees which jeopardize the 
existence of many necessary civilian ser- 
vices, especially among the “white-col- 
lar” groups. There is as yet no orderly 
program for effecting a shift from non- 
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essential to essential or “useful” occupa- 
tions; in fact, confusion as to what is a 
proper function in the eyes of Washing- 
ton is widespread, and to little advan- 
tage. Contemplated compulsory meas- 
ures hang like the sword of Damocles 
over the heads of millions whose effective 
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work is necessary and basic to morale 
both here and among the armed forces. 
It is time the public was assured of a 
more scientific civilian war planning pro- 
gram instead of the fits-and-starts politi- 
cal bickering which has confounded con- 
fusion. 


INCOME AND WHERE IT COMES FROM 


ITH national income rising to new 

peaks each month (1942 set an all- 
time high of $120 billions) it is useful 
to analyze its source and content. Two 
recent charts, reproduced herewith, tell 
a significant part of the story. The 
chart of the Federation of Tax Admin- 
istrators shows the amazing increase— 
44%—in income over 1929, and the con- 
tributions of various types of economic 
activity to that income. At one extreme, 
Manufacturing has provided an increase 
of nearly $16 billion, while at the other, 
Finance shows a decrease of nearly $2 
billion, with most new financing being 
done by the government on war plants. 
The relative importance of each class of 
activity has also changed. But if we 
wish to determine how much of this 
represents real wealth and how much 
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economic waste of war and price increase, 
we must look further. The most impor- 
tant consideration is the fact that about 
40% of this income derives from uneco- 
nomic, though primarily necessary, war 
production and other costs. The indus- 
trial production physical volume reported 
by the Federal Reserve Board indicates 
that, for the year 1942, war goods ac- 
counted for about as much as did civilian 
goods production, in this basic part of 
the economic activity. 


Only if we deduct from the national 
income total, that part which comes from 
war goods (less capital goods—plant and 
equipment—convertible to peace use) and 
allow for the substantial increase in 
prices refiected in the income figures, 
will we have a real index of wealth. The 
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and civilian purposes are based primarily on estimates for individual 
industries and have been tested by other calculations, but at best are 
only rough approximations. Data for war and civilian production 
shown only for December 1940, 1941, and 1942, and for March 1943, 
connected by straight lines. 


From Federal Reserve Bulletin, April, 1943. 
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foundation of the latter is far smaller 
today, with less consumers goods and 
capital wealth being produced, than in 
1929, while the greater money payments 
are, by the amount of the difference be- 
tween income and civilian goods and 
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equipment (at the same prices) a con- 
stant and growing threat to individual as 
well as national financial stability. It is 
also a measure of the sacrifices which we 
must make for war costs, both now and 
in the future. 


THREE STRIKES AND ALL-OUT WAR 


ROM “The Front Lines Before Ma- 

teur” comes the story by Ernie Pyle 
of a typical American attack battalion 
whose “rest periods are few and far be- 
tween”—who snatch a few winks under 
bombardment of mortars and artillery, 
in the company of snakes, lizards and 
man-eating ants, only to move at a min- 
ute’s notice against the enemy’s machine 
gunning and strafing and tanks. But “the 
men were not upset about going into the 
line again so soon. They just accepted 
it. They feel they have already done 
more than their share in this war’s fight- 
ing, but there is in their manner a touch- 
ingly simple compliance with whatever is 
asked of them.” 


Contrast that with the sickening lust 
for power and greed for gain which still 
marks the home front, with such shame- 
ful demands as those of a few mis-repre- 
sentatives of labor seeking to create new 
privileged classes under the threat or use 
of strikes in the war emergency. The 
statement of John L. Lewis’ supporters 
that “the struggle against lowering the 
living standard is actually the fight of 
every working man and woman of Amer- 
ica” discloses either a vast ignorance or 
a conscious intent to breed a ruinous in- 
flation. Trying to maintain peacetime 
living standards during war would be a 
military disaster—it is the old “guns and 
butter” foible that, wherever tried, has 
ended in both the guns and the butter 
being in a despotic conqueror’s hands. 

Policies of the New Deal, such as con- 
tained in some Wagner Act provisions, 
have sown the wind and now are reaping 
the whirlwind of pressure-group avarice. 
There has been no matching of responsi- 


bility with privilege, of productivity with 
income. When the employer was recal- 
citrant, the government has seized his 
property—when the union has been recal- 
citrant, the government has also seized 
the employer’s property. This is not the 
American justice that the boys at Ma- 
teur were fighting for. 


There are abuses calling for correction 
in the mines and in other realms of labor. 
Perhaps the portal-to-portal basis needs 
revision. It would seem that instability 
of employment could be considerably 
minimized (perhaps by assured minimum 
of say 20 working days a month or other 
reasonable periods). But a guaranteed 
work-year would throw the mines into 
bankruptcy and government manage- 
ment. Price ceilings must be held in 
check—perhaps through subsidy on in- 
creased-cost items—but how can they be 
if we subject them to “Lewisite” wage 
pressures? The home front war cannot 
be won except through incentives that 
encourage production, government poli- 
cies that assure the necessaries of life- 
during-war, and industrial provisions for 
post-war employment and _= security, 
whether through corporate, or employee 
post-war reserves. 


F.D.LC. Assessment Changed 


President Roosevelt last month signed 
legislation suspending until six months af- 
ter the war the requirement that banks pay 
deposit insurance assessments on balances 
resulting from subscriptions for war bonds. 
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WHAT IS THIS “SOCIAL SECURITY’? 


‘Some Necessary Distinctions between Public Assistance 
and Private Insurance 


GERHARD HIRSCHFELD 
Research Director, Insurance Economics Society of America, New York 


The widespread discussions prompted by the Beveridge and Delano 
(National Resources Planning Board) Plans for all-out security have 
served to force immediate attention of all financial circles to the proper 


spheres for public and private insurance or assistance. 


Before leaping 


into a program which, once in effect, would tend to extend over a very long 
period of time and would reach into every section of the country, more 


clarity and unity as to objectives are fundamental. 


Herein the author per- 


tinently sets forth basic distinctions between insurable risks and tempor- 
ary or permanent public aid, and sets the stage for the important decision 
as to the respective roles of government and private economy.—Editor’s 


Note. 


N proposing a broad system of so- 

cial security, the English “Bever- 
idge” and American “Delano” plans 
make at least four basic assumptions, 
that: 


1. a minimum amount of welfare 
for everyone is a requirement 
which takes precedence over 
purely economic or financial 
considerations ; 


. the economic organization of 
private enterprise has proved 
incapable of meeting this re- 
quirement ; 


. the only agency capable of pro- 
viding this minimum amount of 
welfare is the government; 


. the need being absolute and the 
government being the _ only 
agency able to meet it, the only 
workable plan of social security 
must rest upon these two pil- 
lars: the prevalence of need and 
the institution of government. 


It is upon this platform that the two 
plans are conceived and were elaborated 
into general recommendations as in the 
Delano Plan, or translated into a definite 


program backed up by statistical expe- 
rience and given financial reality by esti- 
mates of the cost, as in the Beveridge 
Plan. 

Two considerations spring up at once. 
One relates to the choice of approach to 
the purposes of social security; the other 
is the need for a definition of such terms 
as public and private insurance, public 
aid, and others. 

It is sound practice to let interpreta- 
tion be preceded by facts; for example, if 
we judge American enterprise by its rec- 
ord during the last decade, we must ar- 
rive at the conclusion that, for a number 
of reasons, it has failed to provide work 
for millions of people who were anxious 
to have work. If we judge its record for 
the last 150 years, we can say without 
fear of contradiction that private enter- 
prise succeeded in providing jobs for all 
who wanted them, during most of this 
period. 


Conversely speaking, if we look at the 
last 20 years of European history, we 
should admit as the one outstanding fea- 
ture the vast success of totalitarian gov- 
ernment, in providing full employment. 
But, if we amass 5000 years of the docu- 
mented history of mankind, we should 
conclude that the institution of govern- 
ment, wherever it has tried, has failed 
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consistently to provide over an extended 
period of time the opportunity to work. 


Preliminary Considerations 


O make this distinction is not to say 

that the Beveridge and Delano Plans 
rest upon false concepts. It rather serves 
to give emphasis to the need of studying 
carefully the approach which the authors 
have selected in forming their ideas and 
developing their proposals. 


For even if the basic assumption of the 
scope and duration of needs is correct, 
there remain other questions still to be 
answered before concluding a program. 
Should the government alone carry the 
heavy administrative burden of a broad 
system of social security? And, if so, 
how should it be shared by the federal, 
state, and local governments? Should 
private enterprise help in this task and, 
if so, what would be its logical role? 
What can be private and what must be 
public? 


The purpose of insurance has been the 
protection against the financial loss 
caused by the four most common hazards: 
death, disability, old age, and unemploy- 
ment. This can be done by private in- 
surance only in one way, by setting cur- 
rent income aside for future contingen- 
cies. Thus, insurance is essentially a 
budgeting device, based on actuarial ex- 
perience. 


Public vs. Private Insurance 


HE difference between private and 

public insurance concerns not the 
principle but the execution of the prin- 
ciple. Private insurance is voluntary; 
public insurance, to be effective, must be 
compulsory. Having but its own re- 
sources to fall back on, private insurance 
is limited by the ability of its clients to 
set aside current income for future con- 
tingencies. Having as its potential re- 
serve the resources of the entire nation, 
the government is restrained by no such 
considerations. 


Private insurance, therefore, is com- 
pelled to withdraw where the income, 
real or potential, of its prospective client 
makes it impossible to arrange an ade- 
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quate provision for future liabilities. 
Proceeding on different economic con- 
cepts, it is evident that private and public 
insurance are not in the same category. 
Logically, public insurance should begin 
where private insurance, by reason of its 
natural limitations, cannot compete; that 
means where, actuarially speaking, the 
risk becomes uninsurable. Public insur- 
ance, then, approaches the character of 
public aid. 


There are other reasons why one 
should exercise care in comparisons. In 
calculating its cost of operating a system 
of insurance, the government does not 
have to allocate the charge of paying 
commissions, or of paying taxes. More- 
over, it has the privilege of free postage 
and does not have to bear the cost of col- 
lecting the taxes which, as in the case of 
our present old-age and survivors insur- 
ance system, is borne by the employer. 


Inasmuch as private insurance aims to 
provide a budgeting device while public 
insurance tends more closely to the prin- 
ciple of extending aid, it could be said 
that only the former is really insurance. 
Obviously, if a person were insured 
against unemployment, a subsidy or re- 
lief payment would be an effective means 
of keeping him from starving—but it 
would be a poor means of assuring him 
that in the future he will be better able 
to withstand a period of economic de- 
pression. Vocational training, the ac- 
quisition of a special skill, instruction in 
the art of saving and budgeting, educa- 
tion in regard to nutrition and hygiene, 
and similar measures would carry out 
more effectively the idea of “assurance.” 


Filling the Reservoir of Benefits 


HIS interpretation of public insur- 
ance points a course quite different 
from that of private insurance, which is 


based on existence of an income. Public 
insurance might well see its principal 
function in providing ways and means to 
help create an income and to prevent the 
light-hearted spending of what income 
there may be available. The authors of 
the Delano Plan seem to be partly in 
agreement with this theory. They advo- 
cate the training of youth; means to com- 
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bat child delinquency; occupational read- 
justments; and other steps. But it may 
be said that the chief emphasis is upon 
social insurance in the form of a socially- 
provided income (viz., items 4 and 5 on 
page 492/3 of the Report) : 


“So far as possible, basic minimum 
security should be assured through social 
insurance.” ... “A comprehensive under- 
pinning general public-assistance system, 
providing aid on the basis of need, must 
be established to complete the framework 
of protection against economic insecur- 
ity.” 

As stated above, one of the basic as- 
sumptions of the Delano Plan is to pro- 
vide a minimum amount of welfare for 
everyone, regardless of any economic or 
financial consideration. It may be that 
this concept stands in the way of an atti- 
tude which would see its most important 
task in rebuilding the people’s earning 
and saving capacity, rather than in a 
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comprehensive scheme of insurance bene- 
fits. 


Coverage of Foreign Programs 


N view of the numerous and complex 

issues involved in a federal and com- 
pulsory program of social security, a 
brief comment on principles of social se- 
curity programs based on actual opera- 
tion abroad may help to clarify the pic- 
ture. 


In Denmark, as of pre-Hitler days, so- 
cial insurance included unemployment, 
old age, accident and health. Unemploy- 
ment insurance was largely in the hands 
of the trade unions and was administered 
by them. At that time, there were some 
80 approved unemployment systems in 
the country. The insured paid nearly 
two-thirds of the expense of unemploy- 
ment relief, with 20 per cent coming from 
the state, and 16 per cent from the local 
authorities. 


Executor and Trustee 


BANKERS TRUST COMPANY 


NEW YORK 





412 


Sickness’ benefits were provided 
through some 1650 benefit societies, oper- 
ating under general state supervision. 
The insured paid about 70 per cent of the 
total expense, the state 20 per cent, and 
the municipalities 10 per cent. Only in 
old-age insurance did the state contribute 
the largest share, namely 60 per cent, 
with the towns and cities supplying the 
other 40 per cent. The entire social in- 
surance system was highly decentralized, 
and its administration was carried out 
principally by the labor unions, insur- 
ance companies, and the community.! 


Social insurance in Sweden is basically 
the same. Unemployment insurance is 
dominated by the trade unions. Health 
insurance functions through registered 
sick benefit societies subsidized by the 
state. Even old-age insurance operates 
through some 2600 local pension commit- 
tees which are appointed by members of 
the community.? 


Contrast of Compulsion 


N Switzerland, much of the country’s 
social insurance is fixed by federal law, 


but its administration is highly decentral- 
ized. Toa large extent, it is in the hands 
of some 3000 self-governing communities 
with an average population of 1300. 
There is nothing bureaucratic about this 


local administration. The members of 
the committee which administers the so- 
cial insurance laws are known to practi- 
cally every member of the community. 
Complaints are often adjusted on the spot 
and most claims are so obvious as to re- 
quire no special investigation. Hence, 
the entire function of social insurance is 
very much simplified by being placed on 
a local, even a personal basis. 


The system of social security which 
has worked in Switzerland and the Scan- 
dinavian countries inexpensively, satis- 
factorily and democratically, was con- 
ceived upon neither a federal nor a com- 
pulsory principle, both of which are es- 
sential ingredients of our own Delano 
Plan. In contrast, the social insurance 
by F. C. 


1. ‘“‘Denmark, the Cooperative Way,” 


Howe. 
2. “Democratic Sweden,” 
Smith. 


by M. Cole and C. E. 
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system as it is organized in New Zealand 
and Great Britain, namely upon absolute 
state control and with compulsory par- 
ticipation, is the one which our own 
social security advocates are apparently 
following, to judge from the report pre- 
sented by the National Resources Plan- 
ning Board. While their social security 
systems have been constantly expanded, 
this has been accompanied by what ap- 
pears to be a cessation or even a retro- 
gression in the national economic devel- 
opment. Before their social security poli- 
cies and practices can be accepted as suc- 
cessful, it will be necessary to analyze 
the causes of the unfavorable economic 
development and to clear social security 
of any suspicion of having played a re- 
sponsible part in it. 


Political and Economic Aspects 


ONTROL of a comprehensive system 

of social security by the federal gov- 
ernment no doubt has its good as well as 
its bad side. Among the advantages there 
is the greater efficiency which should re- 
sult from a centralized organization, as 
in the case of the Veteran’s Administra- 
tion, and the advantageous features of 
uniformity. On the debit side, there 
would be loss of sovereignty on the part 
of the states and the voluminous “red- 
tape” of bureaucracy. Such factors make 
the role of the federal government a de- 
batable issue, but there can be no dis- 
agreement on the enormous organization 
which would be required to administer a 
compulsory scheme of social security. The 
requirements of a nation-wide system of 
compulsory health insurance alone are 
quite impressive: we would have in the 
United States more than 100 million po- 
tential beneficiaries. In his excellent 
booklet (“Compulsory Health Insurance 
in the United States,” page 53) Profes- 
sor Herbert D. Simpson of Northwestern 
University makes the following observa- 
tions: 

“The number of illnesses per one hun- 
dred members in Germany ranged over 
the period 1925-34, from 35.6 to 52.4, 
which would suggest something ap- 
proaching 50,000,000 cases per year in 
the United States. All of these cases 
would have to go through the processes 
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of certification, filing, inspection, pay- 
ment, complaints, and adjustments. If 
an adequate field and inspection staff 
were not provided, it would mean whole- 
sale profiteering at public expense. If 
an adequate staff and organization were 
provided, it would mean an army of gov- 
ernment employees.” 

Add to this complex apparatus re- 
quired by national health insurance, 
other agencies needed for the operation 
of maternity insurance, of children’s al- 
lowances, of disability and other insur- 
ance plans, and you have a fairly good 
idea of the kind of bureaucracy which 
would tend to grow in this fertile soil of 
potential paternalism. 

The political interest, however, rarely 
waits for the establishment of a power- 
ful bureaucracy to assert itself. In fact, 
one would hardly go too far in venturing 
the opinion that the political interest has 
an important part in helping such a bur- 
eaucracy to get established in the first 
place. It is a matter of record that the 
psychological basis of the social security 
program developed upon the prevalence 
of social unrest and political discontent, 
as we witnessed in 1932. The sufferings 


and the needs of the people are quickly 


translated into political action. At such 
times, the social needs and the political 
interests are in close harmony. 


Three Classes of Needs 


HAT is less well understood is the 
fact that after the new regime has 
taken over, the political element and the 
true social needs tend to separate and 
continue in opposite directions. Voted 
into power by genuine social needs and 
the demands arising therefrom, the poli- 
tical interest finds itself obliged to try 
constantly to enlarge the number and size 
of social benefits so as to add to its popu- 
larity, regardless of whether there is a 
real need for such benefits. On the other 
hand, because of the increased govern- 
ment activities in regard to the general 
welfare the real social needs tend to be- 
come smaller—or the burden becomes too 
heavy to be supported by a free produc- 
tion system. 
This political tendency is here stressed 
so that we may not lose track of the orig- 
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inal character of social needs, of which 
there are at last three basic types: 


(1) the permanent need for outside 
assistance which is found among 
the comparatively small group of 
the congenitally poor, the crip- 
pled, the diseased, and the unfor- 
tunate; 


the need of those who are tempor- 
arily dislocated as the result of 
seasonal influences, industrial 
changes, crop failures, and other 
local factors. This need is often 
limited in duration and in geo- 
graphical extent; 


the need of large numbers of peo- 
ple who lost jobs as well as savings 
during a nation-wide depression 
such as occurred in the early thir- 
ties. 


Only the last of these needs, it would 
seem, is general enough to carry formid- 
able political weight. This distinction of 
social needs brings up the question of 
whether the nation-wide need for assis- 
tance occurs often enough and severely 
enough in the course of the nation’s de- 
velopment to warrant all-inclusive and 
permanent government action. It is es- 
sential to a clear understanding of the 
nature of social security to keep a bal- 
anced view regarding the frequency as 
well as the extent of occurrence of social 
demand. The present demand, it may be 
remembered, is of fairly recent date, and 
it is doubtful whether during the last 50 
years it appeared in a severe and nation- 
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wide form more than four or five times, 
and then for but a limited period. 


Foreign Experience in Health Insurance 


ry" HE political element is only one of 

several so-called “human factors” in- 
volved in or affected by a broad system of 
social security. At least two others must 
be mentioned. One concerns the atti- 
tude of the average person toward the 
system and the advantages he derives 
therefrom. The other deals with the at- 
titude of the man whose fortunes are tied 
up with the free-functioning of private 
enterprise and who thinks his interests 
harmed by the government’s interference 
with the regular process of the national 
economy as he knows it. It is one thing 
to assuage economic hardships, another 
to cure their causes. 


With regard to the behavior of the 
average insured person, our system of 
social security has not been tested by the 
exigencies of a severe depression, nor 
been in existence long enough to allow 
definite conclusions. It may take from 
20 to 40 years of operating experience to 
produce conclusive evidence. But while 
the evidence is still lacking in our own 
country, it is made available to some ex- 
tent in the experiences gathered abroad. 
Here, only very fragmentary examples 
can be given. 


In German health insurance, a consid- 
erable increase in claimed sickness bene- 
fits was noted over a period of nearly 40 
years. Whereas in 1888 there were 33.2 
cases for every 100 insured, by 1925 the 
ratio had risen to 52.0, an increase of 
more than 50 per cent. Over the same 
period the number of days of sickness 
compensation per 100 insured had risen 
from 547 to 1250 days.* 


This experience may have been influ- 
enced by greater fatigue and lower physi- 
cal resistance to disease as the result of 
increased urbanization and industrializa- 
tion. But the thought is inescapable that, 
helped by the demoralizing effect of a 
lost war, revolution, inflation, and de- 
pression, the German people came to de- 
pend increasingly upon national health 


3. ‘Social Security,’’ by E. H. Ochsner, p. 171. 
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insurance as a convenient if small source 
of income. In the middle twenties, when 
German health insurance experienced 
perhaps its greatest expansion, it was re- 
vealed by local surveys and sample tests 
that when those on the sick rolls were re- 
quired to report for a physical check-up, 
a considerable number, sometimes 40 per 
cent and more, would prefer to go back to 
work. In the end the government found 
it necessary to reduce sickness benefits by 
a substantial margin. 


Unemployment or Idleness Insurance? 


OMEWHAT similar was the expe- 

rience yielded by compulsory unem- 
ployment insurance in Germany. The fact 
has frequently been commented upon that 
not a few of the workers, both male and 
female, would prefer to take perhaps 12 
marks a week in unemployment benefits 
and go on a hike than to make perhaps 
twice as much by going to work. 


It seems that for a time during the de- 
pression unemployment benefits in Great 
Britain were taken advantage of in about 
the same form and to about the same ex- 
tent as they had been in Germany. Even- 
tually, it was necessary for the Exche- 
quer to step in and take over the unem- 
ployment fund as apparently the only 
means of saving it from bankruptcy. 


These facts are noted for no other pur- 
pose than to call attention to the impor- 
tant part which human reactions play in 
the operation of a compulsory scheme of 
social security, especially when exposed 
to the temptation of idleness during a pe- 
riod of prolonged depression. It may be 
that the American people would behave 
differently from the people in Europe but 
our own experience with relief payments 
indicates that human nature may assert 
itself identically if exposed to identical 
circumstances. 


Effects on Business and Investment 
Activity 


NE further effect of a broad system 

of social security remains to be con- 
sidered: the effect upon investment activ- 
ity, which originates not so much in the 
application of social security as in the 
federal action necessitated thereby. Mo- 
tivated partly by the prospect of heavy 
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taxation which might threaten to take 
most of the profits accrued from a new 
enterprise, and partly deterred by the 
fear of increasing federal interference 
with private enterprise’s freedom of 
movement, the investor and the entre- 
preneur are not likely to wait for the en- 
actment of what may amount to confisca- 
tory taxes or for congressional granting 
of increased federal controls. They may 
be expected to withdraw from investment 
activity at the very prospect of such de- 
velopments; of this we had fairly recent 
proof in our own country. In the decade 
of full business activity, ending in 1930, 
the annual average amount of publicly- 
offered new equity securities was $1.6 bil- 
lion. But in the subsequent decade, 
marked by New Deal rather than busi- 
ness activity, the average of such issues 
fell to one-tenth this amount. 

Another indication of the way in which 
the entrepreneur might react in the event 
of expanded federal action in the domain 
of business may be found in the fact that 
from 1922-29 more than 80c was spent by 
business enterprise on plant, i.e., chiefly 
on enlarged production capacity, for 
every dollar spent on equipment. In con- 
trast, from 1933-39 less than 45c, or 
not much more than one-half of this 
ratio, was spent on plant. Finally, where- 
as in 1923 (to select a post-depression 
year) undistributed profits and deprecia- 
tion of non-financial corporations were 
$5.3 billions, in 1935, another year in 
which depression was on its way out, 
they were only $2 billion.* 


Much more will have to be said as to 
the financial consequences of a compul- 
sory system of social security. Its real 
cost must be measured not only in terms 
of the vast amounts to be borne by the 
employees, the employers, and the gov- 
ernment, but in terms of the natural 
growth of the country and of its will to 
safeguard its political and economic fu- 
ture at home as well as abroad. 

[In a subsequent article, the author 
will appraise the cost side of the social 
security ledger, which has been too 
casually, or intentionally, glossed over 
by most proponents.—The Editor.] 





4. “The Conditions of Expansion,”’ by Prof. Sum- 
ner H. Slichter, Am. Econ. Rev., March 1942. 
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Mixed Corporations 


The possibility of utilizing mixed corpor- 
ations—private and public capital combined 
—for the operation of war plants when 
peace comes is described in the report of 
the National Resources Planning Board. It 
is believed that these corporations, managed 
by a board of directors representing pri- 
vate investors and the government, would 
furnish the alternative to government oper- 
ation or complete shutdown and loss. Pre- 
cedent exists in Britain where Anglo-Iran- 
ian Oil Co. and Imperial Airways are or- 
ganized along such lines. 
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Bank Assets Soar 


Total assets and deposits of the 13,347 
insured commercial banks were higher on 
December 31, 1942, than on any other call ° 
date during the existence of the Federal 
Deposit Insurance Corporation, Chairman 
Leo T. Crowley has announced. Total assets 
amounted to $95,458,000,000, an 
of 24 percent over the figure for December 
31, 1941, 
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DIGEST SECTION 


Highlights of news and discussion on current economic 
topics from leading publications, addresses and reports. 


POST-WAR BUSINESS OUTLOOK 
Deferred Demands and Possibilities of the “Catching Up” Period 


SUMNER H. SLICHTER 
Prof. of Business Economics, Harvard University, Cambridge“ 


HE shift from war production to 

civilian production will not be fol- 
lowed immediately by an economy which 
may be regarded as normal. A decade or 
more may be required before more or less 
normal economic relationships have es- 
tablished themselves. Six principal re- 
spects in which the postwar economy 
will be highly abnormal will be: 


1. There will be an enormous need for 
goods based upon deferred purchases. 
By the middle of 1943 the deferred 
demand for durable consumer goods 
will exceed $3 billion, for housing, 
in excess of one and a half billion dol- 
lars. There are already large post- 
ponements of private maintenance, 
public works, and public maintenance. 
The accumulated deferred demand by 
the middle of 1943 will be about $10 
billion; by the middle of next year it 
will be about $25 billion. These very 
rough estimates are on the low side; 
for example, they take no account of 
the needs produced by extra wear and 
tear on equipment from two- and 
three-shift operation and from hard 
usage and inadequate maintenance un- 
der war conditions. 

. There will be a substantial need for 
goods arising out of geographical 
shifts in population. 

3. A backlog of investment opportunities 
because of technological progress dur- 
ing the war. 


Sensational Rise in Liquidity 


. An enormous potential demand for 
goods based upon the great accumu- 
lation of liquid assets brought about 


*Address before American Society of Chartered 
Life Underwriters, New York, April 16th. 


by the war. Indeed, the growth of 
liquidity among individuals is per- 
haps the most sensational economic 
development of the last two years. 
During 1942, gross savings by indi- 
viduals were $30.6 billion. Of this 
amount, $23.0 billion were in highly 
liquid form—cash, demand deposits, 
time deposits, war savings bonds, and 
the reduction of indebtedness. The 
accumulation of cash and demand de- 
posits alone by individuals in 1942 
was $10.6 billion. At the present 
time, individuals, apart from corpor- 
ations, have accumulated well over 
$30 billion of savings in liquid form; 
by the end of the year the liquid 
savings of individuals are likely to 
exceed $50 billion, savings which they 
intend sooner or later to convert into 
goods. Never in the country’s history 
has there been such a reserve against 
unemployment. 


. After the war the price structure 


will require many _ readjustments, 
partly because the war has greatly in- 
creased the demand for some commod- 
ities and not others, it has cut off the 
supply of some commodities and not 
others, and because government con- 
trols of prices of finished goods have 
been more effective than its con- 
trols of raw materials and wages. Be- 
tween August, 1939, and December, 
1942, wholesale prices of finished 
goods advanced 26 per cent; raw ma- 
terials, 58.5 per cent; and the hourly 
earnings of factory workers, 43.1 per 
cent. 


. The country will be confronted with 


an unsolved tax problem. The needs 
of the federal government after the 
war will be roughly two or three times 
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its prewar needs—and the govern- 
ment never succeeded in meeting by 
taxes more than two-thirds of its pre- 
war needs. In the twenties, the entire 
budget of the federal government was 
less than half of corporate profits in 
a good year, hence it was possible for 
the government to meet its needs with- 
out taking a very large part of the 
profits of successful ventures. After 
the war, the ordinary budget of the 
federal government will be three or 
four times as large as corporate pro- 
fits in a good year. It will not be 
easy for the federal government to 
meet such large needs without taking 
a large part of the income of suc- 
cessful business enterprises. 


If Tax and Price Handicaps 
are Overcome 


F the conditions tending to support 

business (the great accumulated needs 
and the enormous volume of “surplus 
savings”) are more powerful than the 
retarding influences (maladjustments in 
the price structure and taxes), the level 
of production and employment will be 
high. Furthermore, a high level of busi- 
ness will help eliminate maladjustments 
in the price structure and help to solve 
the tax problem. If employment after 
the war is approximately 55 million out 
of a postwar working force of 57 million, 
the gross national product (at 1942 
prices) will be about $155 billion. 

With the incomes thus created there 
would be an enormous amount of “catch- 
ing-up” to do. For example, the stocks 
of various durable goods which we choose 
to maintain are related to the level of in- 
come: the country would wish to have a 
stock of between 34 million and 35 mil- 
lion automobiles, about eleven million 
more than we shall probably have when 
the war ends. If one allows for retire- 
ment of cars of 2.3 million a year, an 
output of five million cars a year for four 
years would be required to enable us to 
“catch up” in adjusting the supply. 

The increase of families alone will pro- 
duce a demand for several million addi- 
tional houses by 1945. Far more impor- 
tant will be the effect of higher incomes 
upon the quality; men spend on shelter 
about one-fifth of their incomes after tax- 
es and savings, and this proportion holds 
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as incomes rise and fall. With incomes 
roughly 50 per cent above 1940 there 
would be an enormous increase in the de- 
mand for housing of good quality—with 
a rental value well above the average of 
$27 a month in 1940. It is probable that 
by 1945, with gross national expenditure 
of $155 billion, there will be a “catching- 
up” demand for four to five million dwell- 
ing units, representing a construction 
cost of 15 to 20 billion dollars. Shifts of 
population produced by the war will raise 
this. demand. If one assumes normal 
needs of $2 billion a year as the mini- 
mum, four or five years of residential 
construction at the rate of $6 billion a 
year will be required. 


Gross national expenditures of $155- 
billion would mean substantial increases 
in the demand for all kinds of consumer 
goods above the levels of 1940. 
would not necessarily be spent in the 
same way as incomes were spent in 1940; 
the rise in the demand for various arti- 
cles, however, would average about 50 per 
cent above the levels of 1940. Expendi- 
tures on both food and clothing, for ex- 


ample, would be about 50 per cent above 
1940. The index of industrial production 
which would accompany gross national 
expenditures of $155 billion would be 180 
to 185—compared to an average of 123 
in 1940. For such a rate of production 
the plant and equipment of the country 


are far too small. This is indicated by 
the fact that an index of industrial pro- 
duction of 196 in December, 1942, was 
achieved only by the extensive use of sec- 
ond and third shifts and overtime. 


Avoiding a “Deferred” Slump 


HE “catching-up” demand for dur- 

able goods in plant will not last in- 
definitely. When the country has built 
up these to meet the demand of the par- 
ticular volume of income, shall we have 
another 1929? The shift from a “catch- 
ing-up” economy to a self-sustaining eco- 
nomy will be more difficult than the shift 
from a war to a civilian economy. To 
achieve this shift without a severe col- 
lapse, advance planning is necessary. The 
shift is likely to be accomplished more 
smoothly if the level of consumption in 
relation to income does not become too 
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abnormally high during the “catching- 
up” economy. In order to spread the 
“catching-up” economy over as many 
years as possible and to limit the abnor- 
mal rise of consumption in relation to 
incomes, the following steps are suggest- 
ed: 


1. Encourage the holding of war sav- 
ings bonds until maturity. 

2. Discourage individuals from rapidly 
spending their large accumulations of 
cash and demand deposits. To the 
extent that individuals convert cash 
or demand deposits into annuities or 
insurance, the problem of shift will 
be facilitated. 

3. Encourage business enterprises to 
plow back a large proportion of their 
earnings rather than distribute them 
as dividends. 

. Tax less heavily income from risk tak- 
ing. 


When the critical period of transition 
from a “catching-up” economy to a self- 
sustaining economy occurs, it will be par- 
ticularly important that the spirit of ad- 
venture in the community be high. It is 
fairly easy for the economy to put to 
work large quantities of investment-seek- 
ing funds and to adjust itself to drops in 
the propensity to consume, provided the 
spirit of risk-taking flourishes. During 
the last ten years, public policy has treat- 
ed the risk taker pretty harshly. One 
might almost infer that the government 
did not wish anyone to attempt to make 
his living by giving jobs to others. No 
nation can become rich by discouraging 
risk taking. The nation which wishes a 
high standard of living must regard in- 
novators, experimenters, and starters of 
enterprises as peculiarly useful citizens 
and must be willing to go out of its way 
to furnish them a congenial and hospit- 
able environment. This can be done while 
at the same time protecting the right of 
workers to organize and giving workers 
the protection of an adequate system of 
social security. The country should not 
lose sight of the fact that high levels of 
employment require that a substantial 
proportion of citizens seek to derive at 
least part of their incomes from giving 
jobs to others rather than from holding 
jobs. 





CAPITAL MANAGEMENT 


THE NEW CAPITALISM 


ERIC A. JOHNSTON 
President, U. S. Chamber of Commerce 


HERE was a time, not so long ago, 

when we uttered the word “capital- 
ism” softly and apologetically, and there 
are still a few who search in the diction- 
ary for euphemisms and evasions. But I 
believe capitalism has no need of mealy 
mouthed apologetics. Despite all of its 
faults, all of its frailties and all of its 
failures, it glows with the colors of per- 
fection when compared with fascism and 
communism. Our system of private en- 
terprise has lived through crises and 
emerged with new vitality. 

When I speak of capitalism I have in 
mind not only the financiers and the own- 
ers and the managers of business but farm- 
ers and foremen and ordinary workers. 
Each of them has contributed his full share 
to that miracle of our war production. Each 
of them has his particular stake in the 
survival, fortification and the improvement 
of the system which achieved the miracle. 

As long as the basic elements in the free- 
enterprise system remain unchanged we 
shall continue to enjoy our economy of ad- 
venture. Obviously not every one can get 
to the top—but we must defend, with our 
fortunes and our lives, his privilege of try- 
ing and we must remove all artificial bar- 
riers from his path. 

We have mastered the art of mass prc- 
Guction. It now remains for us to master 
the art of mass distribution, so that the 
products of our magnificent industrial ma- 
chine may be ever more widely spread 
among all our people. This is a concrete 
necessity. We are geared for unprecedented 
output of the essentials of life as well as 
the refinements of living. Some of these 
are known and a great many others are 
incubatirg in our research laboratories. To 
absorb that tremendous output, business 
and labor and agriculture must cooperate 
to maintain full employment, high wages 
and maximum purchasing power. 

The new capitalism is shedding the last 
traces of its nostalgic memory of unbridled 
individualism. It acknowledges that the 
severe economic and social dislocations ac- 
companying war and depression during the 
last quarter of a century have caused gov- 
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ernment to assume responsibilities which 
necessarily tend to burden and hamper the 
capitalistic mechanism. Such new func- 
tions as are justified in the public interest 
will require an extra effort by private en- 
terprise. It has a right to insist that so 
far as possible the government limit itself 
to formulating the rules of the game and 
supervising their enforcement. More than 
that, it insists that the rules be so devised 
that they stimulate rather than suppress 
the immense motive power of individual 
initiative and ambition. 

In the new capitalism labor’s role is be- 
coming more clearly defined. The recogni- 
tion 1s growing that labor organizations, 
when formed and administered with a sense 
of public responsibility, can be a useful 
cooperative element in making the nation’s 
productive machine more efficient. Labor, 
in a sense, is going through the same pro- 
cess of growth and adjustment through 
which management has passed, and can 
learn a lesson from our experience. Labor 
need only observe what happened to man- 
agement whenever its mistakes and ex- 
cesses have collided with the larger public 
good to be forewarned against mistakes and 
excesses on its own part. 


Attacks on the looming dangers of super- 
statism are so much futile flailing of water 
unless it is matched in full measure by 
constructive effort to meet the social prob- 
lems of our time. In the years immediately 
after the victory America is likely to have 
a period of relative prosperity—by reason 
of immense accumulated purchasing power 
and an immense backlog of unsatisfied de- 
mand for goods. We must prepare now to 
utilize that interval to improve the mechan- 
ism of competitive capitalism. 


(a 


New Chairman of Ration Banking 
Committee 


Wilbur F. Lawson, vice president of the 
First National Bank of Boston, has been 
appointed chairman of the Ration Coupon 
Banking Committee of the American Bank- 
ers Association. He succeeds Rowland R. 
Hughes, comptroller of The National City 
Bank of New York. 
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LABOR FAVORS FREE ENTERPRISE SYSTEM 


WILLIAM GREEN 
President, American Federator of Labor 


REEDOM of enterprise is not the sole 
prerogative of the owners and man- 
agers of industry. It is a freedom shared 
and jealously guarded by every American 
worker and farmer. It is an economic 
freedom—the freedom of opportunity— 
which is just as important and just as 
basic in the hearts of American citizens 
as their political and religious freedoms. 
We believe sincerely in free enterprise. 
We recognize the right to own and manage 
private property. We concede that the own- 
ers and managers of private industry and 
farms are entitled to a fair profit. We of 
the American Federation of Labor have no 
intention or desire to abridge, appropriate 
or interfere with the functions or preroga- 
tives of management. 
At the same time, we ask that private 
industry acknowledge labor’s equal right to 
free enterprise, that management recognize 
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the right of workers to organize into free 
and democratic trade unions of their own 
choosing; that the owners and managers of 
private industry agree to bargain collec- 
tively with these trade unions representing 
their workers, that management disavow 
any intention or desire to control, destroy or 
dominate the trade unions of their workers, 
and, finally, that the right of workers to 
secure for themselves wages and conditions 
commensurate with American standards of 
living be assured. 


Just as industry resists undue govern- 
ment interference with the operation of its 
everyday affairs, organized labor likewise 
resents undue government intervention in 
the free enterprise of the trade-union move- 
ment. The sooner we can return the oper- 
ations of government to their normal and 
necessary sphere, the better for our Amer- 
ican democracy. We can hasten this pro- 
cess when conflicts between management 
and labor are banished and harmonious, co- 
operative relationships become the rule. 
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SUBSIDIES EASE PRESSURE ON PRICES 


JULES BACKMAN 
New York University 


Digested from Dun’s Review, April 1943 


HE Canadian experience indicates 

that subsidies when used with care 
are an invaluable adjunct to price con- 
trol. Generally they have been surround- 
ed with safeguards in an attempt to make 
sure that a recipient does not improve 
his profits position; part of the loss in- 
volved must be borne by the trade. In 
any case where the subsidy would have 
the effect of increasing the profit mar- 
gin the distributor must either reduce 
his price in line with his lower costs or 
return part of the subsidy. 


By restricting payments primarily to es- 
sential products the cost has been kept down 
and hence subsidies have not stimulated ac- 
tivity which would adversely affect the war 
effort. In connection with imports this pol- 
icy has saved valuable foreign exchange and 
shipping space because it was unprofitable 
to bring in many products which were not 
subsidized. To a growing extent essential 
imports are being subsidized indirectly as a 
result of virtual Commodity Prices Stabil- 
ization Corp. monopolies over many prod- 
ucts. Administratively, import monopolies 
are easier to handle than direct payments 
to importers and the control over their 
prices is also greatly facilitated. 


The overall rise in the cost of living in 
the first year of the general ceiling plan 
was less than 3 per cent. This relative 
stability was due in part to the subsidy pro- 
gram which helped modify the pressure of 
rising costs. Now that the subsidy program 
is being directed specifically to stabilizing 
the cost of living index it will play an even 
more important role during 1943 than it 
did in 1942. 


The payment of subsidies starting Dec. 
1942 to lower food prices is consistent with 
the general policy of holding the ceiling. In 
the absence of such subsidies the cost of 
living would have risen and the payment of 
cost of living bonus to wage earners would 
have become necessary. But such an action 
would increase business costs and necessi- 
tate further price increases and the vicious 
spiral would be in full swing. 


Donald Gordon, W.P.T.B. chairman, has 


reported that “. . . business and industry 
absorbed to the full the additional cost of 
living bonus which became payable on July 
1... Inno case has the Board granted price 
increases to meet this increased cost. If 
still further wage increases take place, how- 
ever, many industries will be unable to 
meet them and we shall be faced with either 
having to increase prices for their products 
or providing relief by way of subsidy.” 

While the payment of subsidies and a cost 
of living bonus both expand purchasing 
power, subsidies are not attended by the 
direct pressures on costs which result from 
a rise in wages. Moreover, stabilizing the 
cost of living index by means of a carefully 
conceived and safeguarded subsidy program 
appears to involve a smaller expansion in 
purchasing power than the alternative 
cumulative price and wage increases and 
hence the pressure on prices from the de- 
mand side also tends to be less. 


a ; 


Bassett Heads Savings Bankers 


George J. Bassett, president of the Con- 
necticut Savings Bank, New Haven, was 
elected president of the National Associa- 
tion of Mutual Savings Banks at its bus- 
iness meeting this month. He was vice- 
president of the New Haven Bank, N.B.A., 
from 1923 until he was appointed State 
Bank Commissioner in 1931. Two years 
later he became president of the Connecti- 
cut Savings Bank. Mr. Bassett is a former 
president of the Savings Banks Association 
of Connecticut. 


O_O 
War Damage Insurance Refund 


Adoption by the War Damage Corpora- 
tion of a policy whereby the net earnings of 
the corporation will ultimately revert to its 
policyholders, either through remission of 
premiums or refund of remaining surplus 
left at the end of the war, has been urged 
by the American Bankers Association. It 
pointed out that protection against war 
damage is a national responsibility and 
should not be operated as a profit-making 
enterprise. 
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ABILITY TO PAY INCOME TAXES 


HARLEY L. LUTZ 
Princeton University 


Digested from The Tax Review, April 1943 


ARLY in its history the federal in- 

come tax was developed into an in- 
strument for concentrating this part of 
the tax load upon a limited segment of 
the national income. Even in the year 
1941, the concentration of income tax 
Was conspicuous despite the changes 
made in the Act of 1941. 

The group of persons with net incomes 
of $5,000 and over paid 87.4 per cent of 
the total tax on individual incomes in 
1940 and only 68 per cent of the total 
tax in 1941. The amount of income in 
the net income classes under $5,000 in- 
creased by $20,199 million from 1940 to 
1941 and the total tax on these incomes 
increased by $1,056 million. On the other 
hand, the total net income reported in the 
net income classes of $5,000 and over in- 
creased from 1940 to 1941 by $2,225 mil- 
lion while the tax increase on these in- 
comes was $1,340 million. In other words, 
the broadening of the tax base that oc- 
curred in the 1941 Act, plus the enormous 
increase in small incomes, resulted in a 
tax rise which absorbed 5 per cent of the 
gain in small incomes and 60 per cent 
of the gain in large incomes, i.e., net in- 
comes of $5,000 and over. 


The existing method of income taxa- 
tion is wholly inappropriate for the task 
of collecting the amount of tax now re- 
quired. The disposition to identify abil- 
ity taxation with progressive taxation, 
that is, to assume that taxpaying ability 
exists only, or mainly, in the section of 
income subject to substantial surtax 
rates, has been and is a serious barrier 
to the acceptance of new concepts and 





new methods. Yet the facts regarding 
both the increase of incomes and the sig- 
nificance of income as an indicator of 
ability obviously call for a change. With 
an increase of reported income in a sin- 
gle year of the proportions stated above, 
it should have been possible to take by 
taxation much more than 10 per cent of 
that increase. 

Ability has no meaning and no eco- 
nomic significance except as it is related 
to current income. The growth in the 
number of small incomes and in the pro- 
portion of total national income com- 
prised in these small incomes emphasizes 
that the principal problem of tax revision 
is to devise a method of taxing income 
as it is received at a proportional rate. 
These facts emphasize also the futility of 
projecting a complicated system of tax 
rate progression into the lower income 
brackets. 

The taxation of income as it is re- 
ceived, at a proportional or flat rate, can 
be accomplished by adaptation of the 
normal tax to this purpose. The strength 
of the popular demand for a current basis 
of tax payment indicates a sound appre- 
ciation among the people of the validity 
of the foregoing interpretation of ability, 
and keen dissatisfaction with a doctrine 
which requires that so vital a thing as a 
tax be based upon so dead a thing as last 
year’s income. 


8 


The New York State Department of 
Taxation in 1942 collected $13,660,552 in 
transfer and estate taxes. Of this total 
$7,891,664 came from New York County. 
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DANGEROUS DOLLARS 


From New England Letter (First National Bank of Boston), April 30, 1943 


ITH the speeding up of Federal 

spending in consequence of the in- 
tensification of the war effort, the steady 
reduction in private debts, and the 
dwindling supplies of goods available, 
we are entering the critical stages of 
inflation. 

Real weekly wages of industrial workers, 
after allowance for rise in living costs, are 
36 per cent above the level of September 
1939, according to Economic Stabilization 
Director Byrnes. In fact the purchasing 
power of the average factory worker is the 
highest in the world’s history. Likewise 
the purchasing power of the farmer is the 
best ever known. Nevertheless the farmers 
and labor have been clamoring for more and 
more money. But these groups in the long 
run would be the victims of spiraling 
prices. Any gain is temporary and il- 
lusory, for each fresh demand forces the 
cost of living higher, with the consequence 
that the purchasing power of cach Collar 
would steadily diminish. It is well to recali 
that in the last war the “silk shirt era” was 
followed by an “overalls movement” on the 
part of workers in protest against the high 
living costs, while the farmers after the 
inflation had spent its force were plunged 
into a depression that continued for about 
two decades. 


But the damage does not end with these 
groups. The steady rise in living costs 
imposes a severe strain on those whose real 
income has declined since the war began. 
This includes teachers, state and municipal 
employees, preachers, widows and orphans 
dependent upon fixed income, the great 
army of clerical workers, and the wives 
and other dependents of those in the armed 
services. Although many in number, this 
group is unorganized and has no official 
spokesman. Its members are the tragic vic- 
tims of inflation. 

Beyond imposing current unfavorable de- 
velopments, inflationary forces are laying 
the foundation for trouble in the post-war 
period. Sharp and uneven price rises sow 
the seeds of instability and make the task 
of reconstruction most difficult. 

A sharp rise in prices disrupts the econ- 
omy, creates gross inequalities, and hits 
hardest those in the lower income groups, 
while it leaves a heritage of social and 
economic problems. 


Inflation multiplies the cost of war and 
leaves the Government saddled with a heavy 
debt and interest charges. In the last war, 
inflation was responsible for doubling the 
railitary costs. The consequences of such a 
development now would be much more seri- 
ous since costs are running ten times as 
much as in the earlier conflict. 

Despite the known ruinous effects of in- 
flation, there is a disposition not to come 
to grips with the problem and to leave loop- 
holes for selective price advances. But the 
battle of inflation cannot be won on a false 
front. There must be vigorous and cour- 
ageous action. The welfare of all demands 
that there should be no further concessions 
to the pressure groups. After all, the bulk 
of the money flowing so freely does not come 
from the usual sources of industry and 
trade as in peacetime, but comes from 
taxes and borrowings upon which interest 
must be paid. Under no conceivable pre- 
text, therefore, should any group be able 
to benefit at the expense of the nation. 


After payment of taxes, and for avail- 
able goods and services, it is officially esti- 
mated that surplus purchasing power will 
be in the neighborhood of forty-five or fifty 
billion dollars. Three fourths of this money 
is reported to be in the hands of persons 
receiving less than $5,000 a year. It is this 
group that is doing the bulk of the spend- 
ing. 

It is this money that must be immobilized 
if we are to prevent a strong upward pres- 
sure on the cost of living. Unless this is 
done the battle against inflation is lost. 

For the fiscal year 1943-44 our Federal 
budget calls for an expenditure of 104 bil- 
lion dollars, with expected revenues of 33 
billion dollars. Thus, taxes will cover only 
about 32 per cent of our outlay. By con- 
trast, Canada and Great Britain have so 
far paid one half of total expenditures from 
current taxation. In Canada, provision has 
been made to collect at the source 90 per 
cent of the income taxes payable. So far 
in this country no convenient method has 
been devised to meet the situation. 

A direct attack upon inflation can be 
provided by the sales tax. Its chief merit 
lies in the fact that it is a penalty upon 
consumer spending, and that is what is 
needed as goods become increasingly scarce. 
To avoid hardships on lower income groups, 
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certain exemptions could be made as well 
as different rates imposed upon necessities, 
semi-luxuries and luxuries, as in Great 
Britain. It is convenient and flexible, as 
once the system is in force the tax rate 
can be adjusted upward or downward with- 
out any revision of the basic law. When 
the emergency is over and an abundant sup- 
ply of goods is available, the tax could be 
repealed in order to stimulate consumption. 

In addition, it would appear that if the 
surplus funds are to be effectively mopped 
up, it will be necessary to adopt some form 
of forced savings and lending. The volun- 
tary basis of selling bonds is the most sat- 
isfactory when it works. But so far this 
means has not been adequate despite the 
magnificent services rendered by volunteer 
workers. Since the defense program began 
in June 1940, the amount of war savings 
bonds sold to individuals has aggregated 
only about sixteen billion dollars, or about 
one fifth of the Government securities is- 
sued during the period. More drastic 
measures are necessary. The most realistic 
and equitable method would be to require 
that a high percentage of the increase in 
personal income that has taken place since 
1939 be invested in Government securities 
or in some form of savings. 

Such a measure would absorb a large 
proportion of the idle money in the hands 
of consumers. While there are undoubtedly 
administrative difficulties involved, these 
could be overcome. Allowances could be 
made in this allotment for net savings as 
well as for net premiums paid on life in- 
surance, for institutions involved in these 
transactions are investing most of their 
surplus funds in Government bonds. Re- 
ductions in private debt could also be con- 
sidered in this connection. 
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If measures were adopted in line with the 
foregoing, consumers would be able to pur- 
chase as many goods as are now available, 
and in addition have a large backlog of 
funds for the post-war period when the 
supply of goods will be abundant. 

Prompt and adequate action is necessary 
if we are to hold in check the inflationary 
forces that have been set in motion. 


“Liquid” and Real Savings 


“Although thrift, in time of war, unfor- 
tunately is not matched by an increase in 
the wealth of the community, it does make 
a significant, two-fold contribution to the 
war effort,” declared Winthrop W. Aldrich, 
chairman, Chase National Bank of New 
York, at the meeting of the National Asso- 
ciation of Mutual Savings Banks this 
month. “In the first place,’ Mr. Aldrich 
said, “it reduces the civilian consumption of 
goods—it releases facilities for war pro- 
duction; and, in the second place, it holds 
inflationary developments in check. 


Taking up the question of what consti- 
tutes real savings, Mr. Aldrich observed 
that “the totals upon ‘liquid savings’ pub- 
lished by the Government have little mean- 
ing. We should not be lulled into a false 
sense of security when we read that ‘liquid 
savings’ have increased by some huge sum. 
Rather, we should be alarmed by the large 
amount of these ‘liquid savings’ composed 
of currency and commercial bank deposits. 
Both resulted from prior bank credit ex- 
pansion and from the inability of individ- 
uals to spend their whole income. 


“Upon the whole, the progress that has 
been made in this war in siphoning off the 
excess income of the community has been 
cisappointing . .. The volume of obligations 
purchased by individuals, either out of 
current income or disposable funds, has not 
reached satisfactory levels. The failure 
of individual purchases to reach such levels 
forced the commercial banking system — 
through 1942 — to absorb 23 billions of 
dollars of Government securities, an amount 
which represented about 48 per cent of the 
increase in the the total Federal debt. Re- 
liance upon the commercial banking system 
has caused bank deposits to soar, has ag- 
gravated the problem of price control, and 
greatly intensified the difficulty of return- 
ing to normal economic relationships at 
the close of the war.” 
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PROPOSALS FOR POST-WAR CURRENCY STABILIZATION 


From May Letter of the National City Bank of New York 


F the many difficult problems that 

will have to be faced after the war 
one will be that of reestablishing curren- 
cies of the different countries on a basis 
that will give confidence and encourage 
revival of trade. If people are to do busi- 
ness with one another, and have the basis 
for the advance planning essential to full 
recovery of trade and employment, they 
must have faith in the money they use. 


The tentative proposals for stabilization 
recently made public by the United States 
and British Treasuries are the work of 
technical experts—Dr. Harry D. White, 
director of the Division of Monetary Re- 
search of the Treasury, and Lord Keynes, 
advisor: to the Treasury and director of the 
Bank of England, and are put forward as 
exploratory approaches to the problem of 
monetary stability for study and discussion. 
Neither plan has been officially adopted by 
the American or British Governments. 


Both plans propose an _ international 
agency through which member countries 
would cooperate in determining and con- 
trolling exchange rates, and which would 
provide facilities for temporary support of 
currencies experiencing pressure. 


Both plans are intended primarily for 
bridging over temporary or intermediate 
inequalities in the exchanges that might 
otherwise lead to disturbing rate fluctua- 
tions, and give time for remedial measures. 
The stabilization agencies to be set up 
would not be expected to supply long-term 
reconstruction or development capital. 


The mechanisms envisioned differ sub- 
stantially in form and method of operation. 
The American plan contemplates an actual 
fund of gold, foreign exchange, and secur- 
ities under control of an agency which 
would have broad powers for dealing in 
foreign exchange and securities, for issu- 
ing its own securities, and borrowing from 
central banks. The British plan on the 
other hand, proposes an international clear- 
ing house, without capital assets, through 
which accounts could be settled and debtor 
countries be permitted temporary over- 
drafts. 


Both plans would create a new interna- 
tional monetary unit—“unitas” under the 


American plan, and “bancor” under the 
British plan—which would not circulate 
generally, but be used merely as a medium 
of account on the books of the Stabilization 
Fund or Clearing Union. Dollars, sterling, 
or any other leading currency would, of 
course, serve as well except for the ques- 
tion of national prestige. The gold value 
of unitas would be fixed permanently, while 
that of bancor could be changed by the 
governing board. 

Under both plans, management would be 
vested in a governing board, which would 
have power to fix exchange rates, and mem- 
ber countries would pledge themselves not 
to alter their exchange rates except as ap- 
proved by this board. Distribution of vot- 
ing power and right to credit facilities 
would be in accordance with the share, or 
quota, of each country in the Fund or Un-: 
ion. 

Where a disequilibrium has arisen in the 
balance of payments and, as a consequence, 
the holdings of currency or the debit bal- 
ances of a country are accumulating in the 
Fund or Union, both plans provide for ad- 
ditional credit facilities under certain pre- 
scribed limitations and conditioned upon 
the debtor country taking steps recommend- 
ed by the governing board to redress its 
balance of payments. Such steps, it is 
stated specifically in the British plan, might 
include such measures as a devaluation of 
currency, control over capital movements, 
or even such internal measures as the Board 
deems appropriate. A significant feature . 
of both plans is the obligation imposed on 
creditor as well as debtor countries to help 
maintain exchange equilibrium. 
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Distribution of Savings in U. S. 


Indications of the substantial amounts of 
income and accumulated savings in the 
hands of individuals, arising from the great 
increase in payrolls and farm income, that 
could be diverted to finance war expendi- 
tures are supported by a recent study by the 
Securities and Exchange Commission as to 
the amount and composition of savings by 
individuals in the last three years. The 
results are summarized in condensed form 
below: 


Gross Saving by Individuals in U. S. 
During 1940-1942 


(In Billions of Dollars) 


Liquid Saving: 1940 
Currency and bank deposits ....... 3.0 
Savings and loan associations .... 3 
Insurance and pension reserves .... 2.9 
U.S. Savings bonds ........ ae m: 
Other U.S. Government securities 2 
Gther Boecuriifes ............................. 6 
Liquidation of Consumer debt ... 1.1 
Liquidation of mortgage debt ... .9 

Total liquid saving ................ .- 4.3 

Non-liquid Savings: 

Non-farm dwellings 
Purchases 


Automobiles and other 
durable consumers’ goods .......... 





Total non-liquid saving ........... 11. 14.4 





Gross saving perme 24.7 38.2 


The most striking feature of the study 
is the indication that last year the Amer- 
ican people—after buying over $10 billions 
of government bonds, purchasing $7.6 bil- 
lions of durable goods, contributing $4.8 
billions to insurance and pension reserves, 
liquidating $2.8 billions of consumer debt, 
as well as paying out a new high total for 
living expenses and taxes—nevertheless had 
enough left over to increase their cash 
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holdings and bank deposits by $11 billions, 
or almost twice as much as in 1941. 

This year, with national income running 
at still higher levels, with more people 
having cleared up past indebtedness, and 
with the supply of both durable and con- 
sumption goods drastically reduced, the ac- 
cumulation of savings in the form of cash 


should be greater than ever. 
—From April Letter of Natisnal City Bank of 
New York. 


0 
Other Articles 


Post War Planning In Britain: The var- 
ious governmental and private agencies 
making plans for the post war period are 
indicated as well as their programs and the 
reports issued to date. Special sections are 
devoted to international planning, industry, 
education, agriculture, science, medicine and 
health. 


British Information Services 


Southeastern Asia and the Philippines: 
Although about half of this volume is de- 
voted to the Philippines there are also val- 
uable sections on Malaya, Netherlands In- 
dies, Burma, Thailand and Indo China. 
Political and economic conditions in each of 
these countries are discussed briefly and in- 


formatively. 
The Annals, March 1943 


Social Security for Canada: In this 150 
page report by the Committee on Recon- 
struction the main features of Canadian 
social security and the various methods by 
which the existing program can be improved 
are indicated. 


Wartime Regulations Affecting Property: 
The March 1943 issue of the Journal of 
Property Management contains a number of 
articles of interest to trustees. Rent Con- 
trol, Federal Taxes and Real Estate, How 
to Obtain Solid Fuels for Heating; Real 
Estate Management, Fuel Oil Rationing, 
Wartime Paints for Civilian Use and 
Wages and Hours Regulations are among 
the topics discussed by leading government 
officials and other authorities. 


es | 
Nominating Committee 


Harold Eckhart, vice president of the 
Harris Trust and Savings Bank, Chicago, 
has been named chairman of the Nominat- 
ing Committee to make recommendations 
for the annual elections of the Trust Di- 
vision, -American Bankers Assn. 
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BRITISH WAR FINANCING 


The budget for the fiscal year starting 
April 1, 1943, is estimated at £5156 millions 
of which £2907 millions or 56% is to be 
raised through taxation. The purchase tax 
has been increased to 100% of the whole- 
sale price (72% of retail price) for a long 
list of luxury items including: silk fabrics, 
cut glass, china, fur coats, electric shavers, 
photographic equipment, cosmetics, jewelry, 
clocks, ornaments and leather trunks and 
bags. However, the production of these 
goods has been sharply curtailed, and in 
some cases stopped entirely, so that the 
yield to the Treasury will not be very great. 
In addition, higher taxes are being levied on 
tobacco and cigarettes, whiskey, beer and 
wines, entertainment, and telephones. The 
new taxes on these items are expected to 
yield more than £100 ($400) millions. No 
change was made in income taxes which al- 
ready start at 50% and taxes were taken 
off utility cloth. 

In connection with the budget message, 
it was announced that exports are now 
about one fourth of the pre-war total and 
that food price control now covers about 
90% of the average housewife’s expendi- 
tures. 

For the fiscal year 1942-43, total ex- 
penditures were £5637 millions and revenues 
totaled £2595 millions. 


It was also reported that British pur- 
chases in the U. S. since the start of the 
war have aggregated about £1500 millions. 


AUSTRALIAN SUBSIDIES TO CHECK 
PRICE RISES 


Subsidies have been introduced into the 
price control program to avoid increased 
prices for consumer goods and services. An 
Interdepartmental Committee has been or- 
ganized to examine production and service 


costs and recommend equitable relief. The 
Prices Commissioner has been empowered 
to reduce prices where profits are found 
to be too high, to require business concerns 
to absorb some increased costs, and to con- 
trol profiteering. Stabilization of the price 
structure and of incomes is among the 
objects of the new program which limits 
prices to those prevailing on April 12th. 


INDIA CENTRALIZES FOOD CONTROLS 


A separate Food Department has been 
created in the Government of India to ad- 
minister all measures of control over prices, 
supply and distribution of foodstuffs. Cer- 
tain related functions of the Indian Com- 
merce Department and several other agen- 
cies have been transferred to the agency, 
including procurement of food for the army 
formerly handled by the Department of 
Supply. The new agency will also be re- 
sponsible for a program to supply future 
military and civilian food requirements. 


GERMANY’S PLUNDER OF EUROPE 


According to a special report by the 
Board of Economic Warfare, the German 
war machine has been supported by huge 
amounts of materials and equipment taken 
from conquered countries. 


German spoils in Europe fall into several 
categories: (1) Windfall gains from plun- 
der and confiscation; (2) continuing occu- 
pation charges upon the conquered people, 
ostensibly to meet the cost of maintaining 
German troops in their territories, and (3) 
unpaid clearing balances, arising from the 
delivery of goods to Germany for which 
repayment has not been made. 


By the end of 1941 German plunder of 
Europe amounted to at least $36,000,000,- 
000, the B. E. W. estimated. 
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Thousands of machines have been dis- 
mounted and moved to Germany, with labor- 
atory and scientific equipment from the 
greatest research institutes in Europe. 
Horses, cattle, sheep, pigs and fats have 
been confiscated; public galleries and pri- 
vate collections stripped of art objects, and 
office furniture, park benches and garden 
tools taken. 

On April 25, 1941, the German High 
Command announced that 872 ships totaling 
some 2,000,000 tons had been taken over in 
occupied harbors. 

From France the Nazis acquired enough 
steel scrap to cover their normal require- 
ments for three and a half years, plus oil 
reserves, copper, nickel and other war es- 
sential metals; food, soap, shoes, clothing, 
paper, razor blades and even tooth paste. 
Trains commandeered to haul the loot were 
not returned. 

From Czechoslovakia alone, it stated, the 
Germans got more than $1,500,000,000 
worth of military equipment. They stole 
the stocks of laundry in military hospitals 
and the hinges of barrack doors and win- 
dows. 

Military booty from Austria and Czecho- 
slovakia was sent to Southeastern European 
countries in exchange for foodstuffs and 
raw materials, and was seized again for 


return to Germany when those countries 
were invaded, the report said. 

Besides the actual taking and removal to 
Germany of goods, the Nazis have obtained 
ownership over billions of immovable prop- 
erty by a variety of financial devices. 


CANADIAN POST WAR PLANS FOR 
EX-SERVICE MEN 


According to Brig. General H. F. Mc- 
Donald, chairman of the Canadian Govern- 
ment’s Committee on Demobilization and Re- 
habilitation the following measures will be 
adopted to assist discharged service men. 
Young men whose college education was in- 
terrupted by the war may resume their 
studies within a reasonable period after dis- 
charge with the assurance that scholastic 
fees will be paid and a maintenance allow- 
ance provided. Free hospital and medical 
treatment for any condition, whether ser- 
vice-related or not, will be given for a pe- 
riod of twelve months after discharge. Vo- 
cational courses with maintenance provided 
will also be extended to the ex-service men. 

Post-discharge pay will be granted to the 
men only in cases where a man is incapable 
of employment or finds no immediate em- 
ployment. 
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A rehabilitation grant will be made avail- 
able, however, to cover the immediate transi- 
tion following discharge. Out-of-work ben- 
efits will be provided for the unemployables 
also, he said. 

Other points of the program are that a 
scheme of assisted land settlement and rural 
holdings has been instituted and special 
training and vocational facilities have been 
provided for special casualties such as the 
blind, deaf and maimed. 


GERMANY REDUCES NUMBER OF 
BRANCH BANKS 


A drastic reduction in the number of 
provincial bank branches maintained by big 
banks in Berlin has been ordered by the 
Reich Ministry of Economy. 

In the future only one branch will be al- 
lowed in a town of 50,000 and exceptions 
will be made only in important industrial 
centers that require exceptional banking 
facilities. Three leading Berlin banks are 
now maintaining 750 branches in the Ger- 
man provinces of which half were closed 
down under wartime economy measures. 


—New York Times 


OTHER DEVELOPMENTS 


Spain’s budget of $863 million is its larg- 
est in history. About one third of the total 
appropriations will be for the armed forces. 

To prevent inflation in Finland, the fol- 
lowing proposals have been made to the 
Ministry of Finance: forced loans to the 
Government, extra forest tax, higher amuse- 
ment tax, and the sale of certain Govern- 
ment owned stock to private investors. 

Denmark has prohibited the use of elec- 
tricity for advertising and for store window 
displays because of a fuel shortage. 

Canadian national income now estimated 
at $8.4 billions annually. In first two 
months of 1943, physical volume of business 
was 17.7% above same period in 1942. 

Great Britain is now producing 170 tons 
of food for every 100 tons produced in the 
pre-war period, thus cutting its import re- 
quirements substantially. 

Mexico has established an organization 
to acquire rice, beans, wheat and other arti- 
cles of prime consumption to assure pro- 
ducers fair prices while protecting con- 
sumers against unwarranted price increases. 
The organization is authorized to enter 
into marginal operations to assure a steady 
flow of supply and thus stabilize prices. It 
has the sole right to export surpluses. Max- 
imum and retail prices are to be fixed by 
the Ministry of National Economy. 
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COMMON TRUSTS 


fe “redistribution of wealth” 
which war has expedited—and 
will continue to expedite beyond 
dreams of social planners—forces on 
institutional investors, and trustee 
companies in particular, recognition 
of an entirely different conception of 
their market and serviceability. As 
taxes absorb large fortunes and force 
the liquidation of corporate block 
holdings, the complexion of capital 
ownership is becoming more demo- 
cratic. A significant indication of the 
dispersion of securities among the 
public is furnished by the recent 
study by the New York Stock Ex- 
change, of stockholding trends in 
common stocks of 50 representative 
corporations. The report shows that 
the number of such holders, which 
was 1,647,680 in the first quarter of 
1929, and had jumped to 2,324,790 in 
1930, was 3,740,082 in the first quar- 
ter of 1942 (partly a result of the 
liquidation of large British blocks in 
1940-41). 

The increase since 1940 has, however, 
been very slight (85,433) and herein lies 
both a danger and a challenge. For so 
long as only a small fraction of the public 
is directly interested in the welfare of 
corporate securities, that welfare is on 
a weak political basis; an increase in the 
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weekly paycheck is far more appealing to 
the average worker than corporate profit- 
ability, or even corporate solvency over . 


an extended period. The fact that his 
life insurance policies and savings bank 
deposits are partly secured by corporate 
investments and his job often dependent 
on corporate solvency is too indirect to be 
appreciated, and certainly very few in 
any walk of life fully realize that even 
government stability (and the value of 
government securities) is basically depen- 
dent on the welfare of private business 
corporations. Whether this dispersion 
of ownership among those of more mod- 
est means creates a greater market volat- 
ility is another question, dependent 
largely on employment opportunities. 
Large estates, however, have more and 
more provided only a one-way market— 
on the liquidation side. 


The more alert business managements 
have for years been aware of the need to 
promote mutuality of employee and em- 
ployer interests through direct financial 
participation. Some concluded that stock 
ownership by employees would be in 
the best interests of the enterprise as 
a whole, and of the employees themselves 
both immediately and for the long run, 
by assuring greater unity of purpose and 
efficiency of operation. The basic weak- 
ness of this policy has been recognized, 
however, in that it puts all eggs in the 
one basket of the particular corporation, 
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and dividends would be inclined to fall 
off at the very time that the employee- 
investor was let off for lack of business. 

Profit-sharing plans also have this 
weakness. The idea of encouraging par- 
ticipation of employees in the welfare of 
American business is, however, funda- 
mentally sound, even essential to the 
future progress of private enterprise, and 
some steps should be taken both to give 
employees a part in profits and manage- 
ment responsibility. There is a definite 
need for diversifying the risk, instead of 
concentrating it in one corporation, and 
for other measures to assure conservative 
investment of savings which will identify 
employees with business stability and 
prosperity. Where the employees’ ac- 
cumulation is small, and distribution of 
principal to survivors necessary, the sav- 
ings bank or insurance company is the 
best channel so far devised, but in more 
substantial cases the Common Trust 
Fund, with power to invade principal, 
allows direct participation in industrial 
ownership. 

The Common Trust Fund, making use 
of the time-tried principles of trusteeship 
to provide diversity, flexibility and the 
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facilities needed to keep in tune with 
technological changes, money market con- 
ditions and other rapid shifts of modern 
investment life, may well be the keystone 
of the “new order” in corporate security 
ownership. The attitude as to what con- 
stitutes “selling” of the common trust 
fund mechanism as contrary to the Fed- 
eral Reserve regulations will have to be 
observed—and should be clarified—but 
the fact remains that this opportunity 
for service to the modest estate owner 
and builder can be one of the most con- 
structive steps in improving both per- 
sonal and-national security of any that 
has ever been afforded by established, 
reputable financial institutions. Such 
“victory model” trusts are timely and in 
the national interest to the extent that 
people with excess incomes can be en- 
couraged not only to save but also to ac- 
cumulate an interest in free enterprise 
during and after the war. Savings banks 
and life insurance companies have their 
parts to play, but the insurance function 
is complementary rather than competitive 
with that of trustees in their potential 
capacity as trustees for the American 
workman-capitalist. 


Pre-Induction Training and Manpower 


HERE are two ways to raise—and 

equip—the army of 10 million or so 
which is now proposed. More millions of 
men can be yanked out of production 
work by induction, a large number of 
whom will probably not be shipped, with 
necessary supplies, to the theatres of 
war. A vast reserve of trained troops is, 
of course, essential whether they go into 
combat or not. But whether that train- 
ing can be effected without great jeo- 
pardy to the adequate supply and trans- 
port of those very troops and to the main- 
tenance of an already imperiled civilian 
economy is the real question. 


Withdrawal to camps of millions more 
able-bodied men from the production and 
supply lines will aggravate the manpow- 
er shortage which we are told is already 
so acute that a labor draft is being urged 


for essential industries and critical locali- 
ties. Doubly so, for there will be in- 
creased demands for equipment and sup- 
plies to be met with a smaller labor force. 
Concurrently, the flow of essential civil- 
ian goods has been so neglected or mis- 
managed as to accentuate the dangerous 
shortages not only of many home front 
necessaries but also for lend-lease, and 
the whole structure of price and ration 
controls is threatened with a collapse that 
could turn into an inflation rout endan- 
gering even present military needs. 
Meantime, too, the organization of much 
of the useful business, both war plants 
and others, of the country is being dis- 
rupted or threatened with disruption by 
military or labor draft confusion. Amer- 
ica must be kept a going concern; it re- 
quires a nice balance between the busi- 
ness of living and the business of war. 




















CURRENT EVENTS—EDITORIAL 


HE other way to build effective de- 

fense and offensive striking power is 
by pre-induction examination and train- 
ing. Much confusion and loss of time in 
induction and in productive work could 
be avoided by present physical classifica- 
tion of those now classified only by age 
and dependency. The higher rate of re- 
jection among those now being called for 
service indicates the extent to which this 
is possible. A further valuable step would 
be classification, before calling up, of 
those men deemed to be essential at 
least as to those occupations already es- 
tablished as essential. 

The next step would be to make a real 
study of the potential effectiveness of 
part-time military training. Facilities 
already exist in most states, or could 
doubtless be developed readily, for teach- 
ing the school of the soldier. Certainly 
most phases of basic training could be 
accomplished through such organizations 
as the State Guards, or activation of the 
C.M.T.C. and R.O.T.C. systems. Even- 


HE Economic Policy Commission has 
proven so important a part of the 
American Bankers Association, and made 
such useful contributions to its guidance 
and to public education as well, that it is 
pertinent to inquire whether a similar 
committee would not be equally effective 
in providing foundations for Trust Divi- 
sion work. The A.B.A. commission has 
primarily confined itself to matters of 
interest to commercial banking, whereas 
many quite different developments in our 
national economy affect trusteeship. 


In former days when we lived in an econ-. 


omy of fairly stable values and philoso- 
phies, or even reasonably well-behaved bus- 
iness cycles, it was possible to get by with 
concentration on our internal problems, or 
an occasional peek into some “special situa- 
tion.” Technological and ideological devel- 
opments are so much faster today and the 
job of capital management so dependent 
upon a healthy environment manufactured 
at the polling places or in Washington—or 
in capitals still more remote—that constant 
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ing or week-end training schedules to- 
gether with camp or field tours would 
enable millions of men to obtain elemen- 
tary training without loss of productive 
time or interference with essential busi- 

ness; even specialized training might be 

provided through periodic joint instruc- 

tion and maneuvers with nearby regular 

Army or Coast Guard units. It should 

also make these millions of men more 

war-conscious, with beneficia) results in 

their business efficiency. 

This is not the traditional approach 
or “according to regulations.” It is per- 
haps only one of the alternatives—but 
an important and voluntary one with 
many advantages—to further aggrava- 
tion of manpower shortages on the civil- 
ian and war fronts, adaptable to any. 
needs that may develop for advanced mili- 
tary training. We should be assured that 
such an approach has been conscientious- _ 
ly considered before we embark further | 
on the road to compulsion and invasion 
of our forces of productivity. 


attention to the economic horizon is neces- 
sary to corporate health, let alone progress, 

As the system we have known as Capital- 
ism undergoes change, trusteeship is becom- 
ing more impressed with a public interest. 
To know that interest, to discriminate be- 
tween its whims and its convictions, and 
to take any effective and concerted leader- 
ship in its sound direction, is the sine qua 
non of trust progress. 

The study of fiscal policies, personal and 
corporate taxation trends and needs, social 
security plans are a few major fields for 
profitable exploration and discussion. Sure- 
ly trustee companies, whose wherewithal 
is largely represented in corporation secur- 
ities, are keenly concerned with the impact 
of government, war and post-war economic 
plans affecting private enterprise. Since the 
income of their beneficiaries (as well as 
their own) depends upon the “net” after 
material costs, wages and taxes, it is the 
developments in these fields which deter- 
mine the reward of capital, and its useful- 
ness, 

The recently formed Social Security sub- 
committee of the A.B.A. is recognition 
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of economics as indigenous to bank policy 
determination. It would seem logical to 
have a major sub-committee of the Trust 
Economic Policy Committee on similar lines, 
to give it correlation with work of such 
Committees as those on Taxation and Pub- 
lic Relations. 

Whether such a committee should be set 
up jointly with the Commission or as a ma- 
jor function of the present Trust Policy 
Committee, it would seem wise that it not be 
subordinate to commercial banking inter- 
ests, being of a nature more similar to those 
of life insurance companies, savings banks 
and endowments. The important point is 
to watch those economic events which re- 
quire translation as to their effects on trust 
investments and business. 


ee 0 
Trust Division Reports 


The report of the Trust Division to the 
Executive Council of the American Bankers 
Association last month described the work 
of the division in the fields of public rela- 
tions, trust education, taxation, and federal 
and state legislation. The report states 
that “A trust department may very proper- 
ly and should be an income producing part 
of the bank. There is no reason why it 
should not earn a fair return upon the 
capital which is represented and upon the 
efforts that are put forth by that part of 
the bank. It is dependent upon fees . 
and with the increase in the importance of 
fees in general banking operations, the ser- 
vices of the trust department as a producer 
of income will come to be recognized.” 

——$——— 9 


American Bar Meets in August 


The annual meeting of the American Bar 
Association will be held in Chicago from 
August 23 to August 27. 
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A.B.A. to Meet in September 


Decision to hold the annual meeting of 
the American Bankers Association this year 
and revision of the constitution of the Asso- 
ciation in order to provide for the continu- 
ation of its organizational functions during 
national emergencies were among the im- 
portant items of business transacted at the 
annual spring meeting of the Executive 
Council in New York last month. The an- 
nual meeting of the Association will be held 
at The Waldorf-Astoria in New York dur- 
ing the week of September 138. It will be 
a streamlined meeting, shorter than the 
usual convention, devoted to the business of 
the Association and its members. Social 
features will be omitted. In recognition of 
the wartime railroad needs of the country 
it is planned that the member banks will be 
asked not to send more than one represen- 
tative from each bank. In announcing 
the decision, W. L. Hemingway, president 
of the Association, called attention to the 
fact that a major portion of the activities 
of the nation’s banks are now related to 
the war. It will be recalled that the Asso- 
ciation’s 1942 convention was cancelled at 
the request of the Office of Defense Trans- 
portation. 

The proposed constitutional change pro- 
vides for the election of the officers of the 
Association by the Executive Council when 
and if the annual convention of the Associa- 
tion has to be omitted because of war or 
other national emergency, for the election 
of officers of the divisions and State Secre- 
taries Section by mail in the event of such 
an emergency, and the elimination of the 
office of second vice president in order to 
shorten the length of time that an officer 
may have to spend in going through the 
Association’s chairs. 


0 


New Committee on 
Employee Trusts 


Carlysle A. Bethel, trust officer, Wachovia 
Bank and Trust Co., Winston-Salem, has 
been named chairman of a new Committee 
on Employee Trusts of the American Bank- 
ers Assn. Trust Division. The other mem- 
bers are A. B. Hussander, Continental IIli- 
nois of Chicago; Fred McKenzie, Central 
Hanover of New York; James C. Shelor, 
Trust Co. of Georgia, Atlanta; Joseph W. 
White, Mercantile-Commerce of St. Louis; 
C. L. Le Sourd, Seattle-First National; 
and Merle Selecman, Division Secretary. 





CURRENT EVENTS 


TRENDS IN ESTATE PLANNING 


HENRY S. KOSTER 
Financial Analyst and Consultant, New York City 


PREPAYMENT OF LIFE INSURANCE 
PREMIUMS 


ONSIDERED as a method of invest- 

ing capital, the prepaying of several 
years’ life insurance premiums has cer- 
tain important attributes. In addition 
to relief from annual commitments, an 
important investment yield is attained. 
This method of investment is not recom- 
mended for those who do not yet carry 
sufficient life insurance to cover family 
and estate requirements. But it is worthy 
of the consideration of qualifying indi- 
viduals who possess idle capital funds, 
currently unproductive, or who are in- 
vesting in property producing income 
that is taxable in high brackets. 


Life insurance companies vary consid- 
erably in their rules and practices with 
respect to the acceptance of prepaid 
premiums. Some companies will accept 
none, some will allow a prepayment of 


premiums for 5, 10 or 20 years, others 
place a dollar limitation on the amount 


acceptable. Certain companies accepting 
prepaid premiums will not allow any re- 
fund unless the insured dies. 

The primary investment point is that 
all prepaid life insurance premiums are 
discounted by the insurance companies, 
usually at the rate of 2% compounded 
annually. Here is an earning power that 
may not have come to the attention of 
investors of capital. 


Suppose a policyholder owns a policy 
requiring total annual premium of 
$1,000. By paying a premium one year 
in advance, the total premium payment 
is reduced to $980.40—a clear return of 
2% on his investment for the year. If 
five years’ premiums are prepaid the sav- 
ing is naturally multiplied. 


The question arises, is the amount of 
this discount subject to income tax for 
the year in which it is earned? If it is 
not taxable income, it is easy to see that 
this type of earning power is of addition- 
al importance to the individual in high 


income tax brackets. For instance, if 
the top portion of a person’s income 
reaches a 75% tax bracket, the 2% dis- 
count earned by prepaying life insurance 
premiums is equal to an 8% return from 
investments producing taxable income. 
While the taxable status of such a dis- 
count does not appear to be definitely es- 
tablished, indications are that it is tax- 
free. I.T. 3513, a ruling of the Tax De- 
partment, held that the discount earned 
through prepaying premiums on annuity 
contracts did not constitute taxable in-| 
come. There seems to be no direct ruling 
on the point with respect to life insur- 
ance premiums, but unofficial advice of 
the Internal Revenue Bureau indicates a 
similar’ result for them on the ground 
that the saving merely results in a cheap- 
er premium on a different type of con- 
tract. This is supported to some extent 
by several cases holding that such dis- 
counts are not deductible by insurance 
companies as interest paid on indebted- 
ness. 


Irrespective of the income tax position 
of the discount, the investment merits 
alone justify this type of investment. The 
earning power is there, the policyholder 
places his idle funds in a “savings ac- 
count” with the life insurance company, 
and further protects his insurance poli- 
cies against lapsation in years when his 
funds may be depleted. As most life in- 
surance companies today are investing 
a major part of new premium money in 
United States Government Bonds, the 
funds of the policyholder invested in pre- 
paid premiums assist in financing the 
war just as though the policyholder pur- 
chased such bonds directly. 


* *% % 


DOUBLE ESTATE TAX THROUGH 
100% POWER TO INVADE PRIN- 
CIPAL 


F by the terms of a trust under a Will, 
or a settlement agreement covering 
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the proceeds of life insurance policies, the 
life income beneficiary has the power to 
withdraw any or all of the principal, 
whatever principal ultimately remains in 
the fund at the death of the life bene- 
ficiary is taxable as a part of the estate 
of such beneficiary, assuming a survival 
by at least five years. Therefore, the 
property placed in the trust, or the pro- 
ceeds of the life insurance policies, would 
be subject to double estate tax; once in 
the estate of the person establishing the 
trust, and the second time in the estate 
of the beneficiary. 


Although this 100% power of invasion 
has always been considered by many au- 
thorities as being taxable in the estate 
of the beneficiary possessing the power, 
the Treasury Department has recently re- 
moved any doubt as to its taxability by 
classifying a power of invasion as a gen- 
eral power of appointment, which is now 
taxable whether exercised or not. 


It is possible to eliminate this second 
estate tax by removing from the life 
beneficiary the right to draw upon princi- 
pal. With respect to a trust under a will 
the trustees may be given a discretionary 
power to pay principal to the beneficiary 
in the event such payments are necessary 
for the proper maintenance and support 
of the beneficiary. This provides full 
flexibility over the disbursement of funds 
without incurring double estate taxes. 


With respect to the proceeds of life 
insurance policies, the insurance compan- 
ies will not accept such discretionary 
power to pay principal in emergencies. 
Therefore, in order to eliminate the sec- 
ond estate tax here, it would be necessary 
to prohibit the beneficiary from with- 


drawing principal. However, as to such 
cases, the beneficiary could be given the 
right to convert the proceeds at any time 
in the future to a life annuity under 
which principal and interest would be 
paid out to the beneficiary over his life- 


time. 
* * * 


WILLS VS. REVOCABLE LIVING 
TRUSTS 


T is generally estimated that expenses 
incurred through transferring prop- 


TRUSTS and ESTATES—May 1943 


erty by Will at death total about 5% of 
the gross value of the estate. With taxa- 
tion rapidly approaching the point of con- 
fiscation, it is essential that the estate 
owner take advantage of every possible 
step that will make the “net” as large as 
possible for his heirs. One of these pos- 
sibilities is the use of the Revocable Liv- 
ing Trust. 


In addition to saving this expense, such 
a trust avoids interruption in the con- 
tinuity of management and the flow of 
funds to beneficiaries at the owner’s 
death. Moreover, the publicity of inti- 
mate family financial affairs, attendant 
on the probate of a will, is lacking in the 
case of a living trust. 


By singling out certain assets today 
and placing them under a_ properly 
planned revocable living trust, reserving 
to himself all the income and the right to 
withdraw principal, and the right to al- 
ter or revoke the agreement, the creator 
of the trust gains important advantages 
even during his lifetime. For one thing, 
a living trust carries with it the main- 
tenance of more complete and proper 
records, as well as a better servicing and 
protection of assets, especially if a trust 
company is the trustee. Still more im- 
portant, a properly planned living trust 
provides its creator and his family with 
expert services that may result in other 
economies while he is living. 


A revocable living trust is neither in- 
tended to nor does it accomplish any sav- 
ings in estate and inheritance taxes upon 
the death of its creator. It is designed 
primarily for conservation, protection 
and efficiency. It is a financial vehicle 
that should be carefully investigated by 
owners of capital in consultation with 
their personal attorneys and trust com- 
panies. 

a) 


A. B. A. Membership at Highest Point 


The percentage of banks holding member- 
ship in the American Bankers Association 
on March 31 was the highest in the history 
of the Association, according to George W. 
Heiser, chairman of the A.B.A. Membership 
Committee. Mr. Heiser stated that 14,368 
or 87.74% of the country’s banks are mem- 
bers of the A.B.A. 





CURRENT EVENTS 


FEE BILL ATTACKED 


HE cause of good relations between 

lawyers and trustmen is ill served by 
the “Legislative Reporter” of the New 
York State Bar Association in its issue 
of March 31st, which is broadcast to 
members of the State Bar Association 
as a news service of legislative happen- 
ings. Loose thinking is evident in the 
unfounded assertion that characterizes 
the Reporter’s commentary on the bill 
(since signed by Governor Dewey) in- 
ereasing the compensation of New York 
trustees. “The bill applies to existing 
trusts with the result that the estates of 
the dead and the income of the living, 
both in large and small trusts, will be 
immediately invaded,” it remarks. “In 
the considered judgment of the Legisla- 
tive Reporter there has been no sufficient 
demonstration, either departmental or 
unofficial, of the necessity for such legis- 
lation. The alleged basis for the bill is 
that corporate trustees lose money on 
small trusts. However, this claim depends 
upon the approach. A case may be made 
out that small trusts are administered at 
a loss if there is included in the cost of 
doing business such matters as advertis- 
ing, entertainment, contributions, pen- 
sions, group life insurance, and director 
and committee fees. Then, too, cost is 
enhanced if there is included an item for 
occupancy or rent based upon one of the 
most expensive locations in the munici- 
pality ... It should be considered what 
items ought, on grounds of public policy, 
to be included in computation of the cost 
of administering trust business.” 


The business about advertising, enter- 
tainment and directors’ fees sounds like 
the time-honored rodomontade of hillbilly 
Congressmen against Big Business and 
Wall Street. But here we have a writer 
who is not ignorant of the facts. In his 
March 17th bulletin he had analyzed the 
New York Superintendent of Bank’s re- 
port on trust fees and costs; he was 
aware, therefore, that the New York City 
banks spent for Entertainment but 
8/100 of 1% of their total expense, for 
Advertising only 79/100 of 1%; for Di- 


BY LEGAL JOURNAL 


rector and Committee fees, 67/100 of 
1%; in Contributions, a _ charitable 
23/100 of 1%. Payments into Pension 
Funds (2.88%) and Group Life Insur- 
ance Premiums (.59%) are varieties of 
compensation. The Legislative Reporter 
would toss old trustmen into the ashcan, 
perhaps, when they have outlived their 
usefulness? No, he can hardly believe 
that “public policy’ would exclude Pen- 
sions and Insurance from “computation 
of the cost of administering trust busi- 
ness!” 


Applying the Figures 


Let’s get down to dollars and cents.. 
What shall we consider a small trust? 
There are many trusts smaller than $20,- 
000; but to be quite fair we will take that 
figure. Such a trust, earning $800 per ° 
year, yielded the trust company (at the 
old rate) an annual commission of $40. 
Eventually it would account for principal 
commissions of $550; and on average it 
would last 27 years, which works out an 
even $25 per year of allocated annual 
principal commissions: a total fee—in 
cash and expectations—of $65 annually. 


Now, of course, we know that this lit- 
tle trust proportionately is several times 
more time-consuming than its million- 
aire brother; every last drop of income 
must be squeezed from the small fund— 
and this takes study and work. The bene- 
ficiaries have more troubles, too, and 
their troubles demand more sympathetic 
attention than the beneficiary’s whose 
principal worry is high taxable income. 
We know that thrice $65 annually 
wouldn’t adequately compensate for the 
administrative time, and the analysts’ 
time, and the bookkeeping of this trust; 
but we will apply, nevertheless, the ratio 
that the Superintendent of Banks worked 
out: fees were 84.4% of costs—in all 
sizes of trusts; so the costs here were 
$77 per year. 


Entertainment, then, cost 6c; advertis- 
ing took 61c; the services of the directors 
in reviewing the trust’s investments were 
obtained for 5lc; charitable contribu- 
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tions diverted 18c. These add up to $1.36; 
eliminate every item and costs are re- 
duced to $75.64; eliminate also, if you 
will, the pension fund payments ($1.83) 
and the group life insurance premiums 
(45c) and costs are still $73.36; the 
Superintendent himself adjusted for lux- 
ury rent, which would deduct, in this 
case, $3.16, leaving costs of $70.20—as 
against earnings of $40 “in hand” and 
$25 “in bush.” 

Under the new law the trustee will re- 
ceive, in combined income and principal 
commissions, $100.80 annually. On aver- 
age, this affords a fair profit, percentage- 
wise, though a modest one, in terms of 
dollars. Actually, for reasons we have 
mentioned, this small trust is probably 
still unprofitable. (If the owner of $20,- 
000 of capital sought the services of an 
investment counsel firm he would pay 1% 
—and probably a minimum of $250; and 
this fee would probably buy no safekeep- 
ing of securities, no collection of income, 
no clerical handling of administrative 
details.) 

But if banks are encouraged to seek 
and accept small trust business by a fee 
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adjustment such as New York has just 
effected, then progress has indeed been 
made. Criticism of the type we have 
quoted is worse than ungenerous, worse 
than a throw-back to prejudices long 
since buried with appropriate ceremonies 
by bar associations and trust committees. 
It is an obtacle to solution of the problem 
that grows ever more acute as taxation 
and social forces reduce inheritances: 
what to do about the small estate? If 
this is an effort to discountenance the 
services of professional trustees for 
smaller estate owners, it is indeed a dis- 
service to the largest group of our sub- 
stantial citizens, the people of modest 
means, and calls for refutation. 


Illinois Trustmen Meet 


The Wartime Trust Conference and an- 
nual meeting of the Trust Division, Illi- 
nois Bankers Association, held at Spring- 
field, on April 22, with a registered attend- 
ance of 96, was featured by an address by 
J. E. Drew, Deputy Manager of the Amer- 
ican Bankers Association, who spoke on 
public relations, and by Committee reports. 

Clarence B. Jennett, First National Bank, 
Chicago, was elected President of the Di- 
vision for the ensuing term, succeeding 
Latham T. Souther of First National Bank 
of Springfield. John L. Sunde, Pioneer 
Trust & Savings Bank, Chicago, was elected 
Vice President; and Harry C. Hausman of 
the Illinois Bankers Association was re- 
elected Secretary. 

At the Farm Management Section under 
chairman Frank H. McKelvey of Spring- 
field, Dr. G. L. Jordan, Department of Agri- 
cultural Economics, University of Illinois, 
was the principal speaker. A set of by- 
laws was adopted and E. F. Cramer of First 
Galesburg National Bank & Trust Co., was 
elected chairman. 

The afternoon session was devoted to two 
panels: That on new business and pub- 
lic relations consisted of George H. Arnold, 
Rockford; R. Donald Cameron, Chicago; 
and M. B. Stine, Danville. Frank C. Mayne, 
Jr., of Peoria; John B. Happ of Evanston; 
and O. M. Streiff of Highland constituted 
the panel for discussion of economies in 
trust department operations. 

Another feature of the meeting was an 
exhibit of advertising material and new 
forms being used by different trust depart- 
ments throughout the State. 
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CHOOSING A PENSION PLAN 


Basic Elements to Consider in Selection of Type 


J. H. STORRIE 
Assistant Vice President, The National City Bank of Cleveland 


HERE are certain constituent ele- 
ments which will enter into the make- 
up of a pension plan: 


1. Method of financing 

2. Conditions of eligibility 
3. Benefits to be paid 

4. Method of administration 


Choosing a plan consists in determining 
the nature of these various elements for 
a particular situation. These questions 
must be answered: What kind and 
amount of benefits are to be paid? How 
are they to be financed? What employ- 
ees are to participate in the plan? How 
is it to be administered? The answers 
will be dictated by the nature and func- 
tion of pensions in modern industry, 
financial considerations, and legal re- 
quirements. 

The modern pension plan differs great- 
ly from the older arrangements from 
which it evolved. No longer is it a vague, 
informal arrangement, too often inade- 
quately financed, for the granting of doles 
or rewards to such employees as manage- 
ment deemed particularly deserving from 
the standpoint of need or service. Pen- 
sions are now regarded as a form of com- 
pensation earned by complying with con- 
ditions specifically prescribed in advance, 


in the same manner as other forms of 
compensation. Their economic function 
is two-fold: The elimination of waste by 
providing for the timely and equitable 
retirement of the older workers who are 
slowing down the pace of production, and 
the stimulation of efficiency by improving 
the morale of the active force through 
the effect upon the mental attitude of the 
workers—their sense of security in par- 
ticular. This progressive change in the 
attitude of industrial management has 
been accelerated by recent social and poli- 
tical trends. Private industry is coming 
to recognize the necessity of assuming 
such responsibility for its personnel as it 
is capable of efficiently discharging. Pen- 
sions have become good business—social- 
ly, politically and economically. 

The modern pension plan is a product 
of this new concept and of modern ac- 
counting principles. Realization of the 
expected advantages presupposes a defin- 
ite assurance of the payment of pensions 
and the retirement of workers in accord- 
ance with definitely prescribed conditions 
attractive to them. Good accounting 
practice requires the funding of pension 
liabilities as they accrue, just as reserves 
for depreciation, taxes, insurance and the 
like are set up at the time of accrual. 
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The essentials of sound and conservative 
funding are the establishment of a separ- 
ate fund to be invested and administered 
for the sole purpose of paying the pre- 
scribed pensions, and the maintenance of 
this fund from current earnings by pe- 
riodic contributions based on sound 
actuarial estimates of cost. The result 
is the modern plan, which is character- 
ized by its formality and sound financing. 


Estimate of Cost 


CAREFUL estimate of the probable 
£\ costs of the plan is an essential pre- 
liminary to sound financing. The cost of 
any plan will depend on the kind and 
amount of benefits to be paid, the method 
of financing, and the expenses of admin- 
istration. The only truly scientific basis 
for determining the cost of benefits is an 
actuarial one upon which all predictable 
factors and contingencies are calculated 
with approximate exactness in the light 
of statistical experience. It consists pri- 
marily in a systematic valuation of lia- 
bilities, both past and future, as they 
mature. 

The actuary takes account of the age 
and sex composition of the working force, 
for the purpose of ascertaining the num- 
ber of employees now on the force who 
have attained or expect to attain during 
each succeeding year the stated retire- 
ment age. He ascertains the extent of 
accrued liabilities by computing the 
amount of back service credit for each 
employee. He then proceeds to deter- 
mine the number of employees who dur- 
ing each year fulfill the prescribed re- 
quirements for receiving a pension. He 
may, on the basis of experience in the 
particular plant and in similar plants, 
estimate the probable rate of labor turn- 
over in the years to come, and likewise 
the probable rate of growth of the work- 
ing force and the payroll. 

It is obvious that the cost of the bene- 
fits will depend upon the particular needs 
and conditions of the establishment. 
When this cost has been ascertained, the 
total cost of the plan can be determined 
with more or less exactness by adding 
the expenses of administration and sub- 
tracting the anticipated yield of the in- 
vestments to be made by the fund, pre- 
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supposing, of course, the ascertainability 
of these figures. 


Compliance with Laws and Regulations 


HE legal requirements to be complied 

with are of various kinds. Frequent- 
ly too little consideration is given to the 
limitations imposed upon the exercise of 
corporate powers by boards of directors 
and even by majority stockholders. All 
expenditures of the corporation must 
bear some reasonable relation to the suc- 
cessful carrying out of the purposes of 
its business. 
jority stockholders may authorize unrea- 
sonable disbursements. Expenditures 
which appear reasonable in a profitable 
period may not be justifiable in a de- 
pression. 

Other legal requirements are those im- 
posed by Federal and State regulatory 
bodies. An example is the accounting 
regulations prescribed for railroads by 
the Interstate Commerce Commission. Of 
wider importance are the regulations of 
the Securities and Exchange Commission 
under the Securities Act of 1933 and the 
Investment Company Act of 1940, which 
become relevant if the pension plan is to 
be financed in part by the contributions 
of employees. Some States have statutes 
forbidding or regulating deductions from 
salaries of employees. At the present 
time the “Wage Stabilization” regula- 
tions of the Federal Government are of 
paramount importance in this field. 

Last, but not least, are the provisions 
of the Internal Revenue Code. Compli- 
ance with Section 165 (a) is important 
not only for its tax effects but also for 
the exemption from other laws and regu- 
lations which it provides. Section 3 (c) 
(13) of the Investment Company Act of 
1940 excludes from the definition of the 
term “investment company” any pension 
trust which complies with Section 165 
(a) of the Code. The salary regulations 
under the so-called “anti-inflation” law 
state that contributions to a trust which 
meets the requirements of Section 165 
(a) of the Code constitute pension bene- 
fits specifically excluded from the opera- 
tion of the law. Payments made into a 
pension trust are not considered as 
“wages” for the purposes of the Federal 


Neither directors nor ma- 
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NEW BUSINESS 


Insurance Contributions Act. The pen- 
alties for violating these laws, especially 
the “anti-inflation” law, are too severe to 
be ignored. 

Currently, the provisions of the Code 
are of major interest because of the tax 
deductions they permit. The net cost of 
the pension plan to a company may be 
reduced to as much as 10% or 20% of the 
gross cost by compliance with their re- 
quirements. However, it can not be too 
greatly stressed that the soundness of a 
pension plan does not depend upon its 
tax-saving features. A pension plan is a 
long-range project. When earnings de- 
cline the tax deductions may not seem to 
be so important. 


What Method of Financing 


N determining the method of financ- 

ing, there are two actuarially sound 
types from which a selection can be made 
—the insurance type and the funded 
trust type. Neither of these designa- 
tions is particularly accurate at the pres- 
ent time, as the insurance type often re- 
quires a trustee and the trust type fre- 
quently uses the services of an insurance 
company. The insurance type is sub- 
divided into two classes—the group an- 
nuity and the individual policy type. The 
former requires a substantial number of 
employees, usually not less than 100. It 
has certain advantages: the administra- 
tion is comparatively simple and no trus- 
tee is required, but the benefits available 
are not as flexible as in other types and 
the rates for future benefits are subject 
to the control of the insurance company, 
which reserves the right to alter them 
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at certain intervals, usually five years. 
In the past, the alterations have usually 
been upward. 

The individual policy type is more flex- 
ible and is available for a plan covering 
a small number of employees. The pre- 
miums are fixed at the time the policies 
are issued and cannot be changed. A 
death benefit may be added to the de- 
ferred annuity feature if the employee is 
insurable. The usual options and rights 
are available. The policies are usually 
placed in the custody of a Trustee, to pre- 
vent the exercise of rights by the insured 
and to avoid tax complications. When 
the salary of the insured is changed, a 
new policy must be issued. 

The funded trust type, in which im- 
mediate annuities are purchased from an 
insurance company for each employee as 
he retires, is the most flexible. It can be 
as actuarially sound as the insurance 
type. The expenses of administering it 
are not hidden as they are in the insur- 
ance type, where the premiums are load- 
ed to provide for commissions and over- 
head. It will not be automatically term- 
inated by the failure to make contribu- 
tions in any year, while the insurance 
type suffers in this respect from all the 
afflictions of the old personal unfunded 
insurance trust. All in all, the funded 
trust appears to be the ideal type, es- 
pecially for larger establishments. It now 
has the same advantages tax-wise as the 
insurance type, its costs are less, and the 
flexibility of its costs and benefits is 
much greater. However, employee reac- 
tion may make the individual policy type 
preferable for some situations. 
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Eligibility Requirements 


HE conditions of eligibility in any 

plan will be dictated primarily, at the 
present time, by Section 165 (a) of the 
Internal Revenue Code. In order to 
qualify for the benefits of that section, 
70% or more of all employees must be 
eligible to participate in the plan. If the 
employees have the option of participat- 
ing, 70% must be eligible and 80% of 
those eligible must elect to participate. 
In computing the percentages in either 
case, employees who have been employed 
not more than a minimum period pre- 
scribed by the plan (not exceeding five 
years in any event) and certain casual 
and seasonal employees may be excluded. 


If the plan does not automatically 
qualify under these conditions, it may 
still qualify if the eligibility require- 
ments prescribed by the employer are 
found by the Commissioner of Internal 
Revenue not to be discriminatory in 
favor of employees who are officers, 
shareholders, persons whose principal 


duties consist in supervising the work of 
other employees, or highly compensated 


employees. The classification will not be 
considered discriminatory merely be- 
cause it excludes employees covered by 
the Social Security Act, or merely be- 
cause it is limited to salaried or clerical 
employees. 


Extent of Benefits 


ENEFITS are affected by two pro- 

visions of the Internal Revenue Code. 
Under Section 165 (a) they cannot be 
discriminatory in favor of officers, share- 
holders, supervisory employees, or high- 
ly compensated employees. They are not 
discriminatory, however, merely because 
they bear a uniform relationship to the 
total compensation, or the basic or reg- 
ular rate of compensation, of the employ- 
ees covered, or merely because the bene- 
fits based on salaries in excess of $3,000 
differ from the benefits based on salar- 
ies under that figure, or if they differ be- 
cause of any retirement benefit created 
under State or Federal Law. Under Sec. 
23 (p) of the Code, relating to permis- 
sible income tax deductions of employers 
contributing to a plan, the amounts of 
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the contributions deductible are limited 
to those which are considered reasonable 
compensation and actuarially necessary 
to support the plan. 

Within these limitations, there are 
various possibilities of providing bene- 
fits. Their selection will be determined 
by the factors of cost, employee reaction, 
and the particular conditions of the busi- 
ness. Only retirement benefits may be 
provided, or there may be supplementary 
benefits covering death, disability and 
withdrawal from service. Supplementary 
benefits will, of course, complicate the 
actuarial calculations, and it is probably 
advisable to provide for them separately. 
Social Security benefits may be taken in- 
to consideration to decrease the cost of 
the plan. If the plan is financed by the 
joint contributions of employees and em- 
ployer, at least the contributions of the 
employees, with interest, should be re- 
turned to them if they withdraw. The 
trend at the present time seems to be 
toward non-contributory plans, employ- 
ers deeming it unwise to burden their 
employees with any further deductions 
from their wages under present condi- 
tions. In many non-contributory plans, 
nevertheless, employees are given a right 
to withdraw the contributions made by 
the employer for their benefit upon leav- 
ing the employment. In such case, the 
withdrawal benefits should not be made 
too attractive. or definite limitations 
should be imposed upon the withdrawal 
of contributions. 

The retirement age will be determined 
by the nature of the business and the in- 
terests and desires of the employer and 
employees. Age 65 seems to be cus- 
tomary, but the age for females is some- 
times fixed at 60, depending upon the 
nature of the work in which they are en- 
gaged. The flexibility of the plan will 
be increased by permitting the employee 
to retire at an earlier age upon his re- 
quest and with the approval of the com- 
pany. Retirement benefits should be paid 
in installments at periodic intervals, to 
provide an annuity for life. 


Method of Administration 


DMINISTRATIVE details fall into 
two main classes: those having to do 
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with personnel, and those dealing with 
the management of the fund. The ad- 
ministration of the personnel details 
should be delegated to the personnel de- 
partment of the company, or if there is 
none, to a committee in close touch with 
the affairs of the company and of the em- 
ployees. In the group annuity type of 
plan the insurance company administers 
the funds. In the individual insurance 
type the trustee is usually a mere custo- 
dian of the policies and an agent of a 
committee composed of representatives 
of management and of the employees 
which directs the disbursements of bene- 
fits. In the funded trust type, the invest- 
ment responsibility must be borne by a 
competent investment expert. Here the 
corporate trustee is ideally qualified to 
act. 

The future of Company Pension Com- 
mittees is somewhat in doubt at the pres- 
ent time. They may be viewed with dis- 
favor by the Commissioner of Internal 
Revenue because of the possibility of 


iF pays to 
pay PENSIONS... 


Alert employers find in the Pension Plan Trust 
a timely solution of their employee problem, 
for allowable tax deduction now makes its cost 
relatively light. 

Administered by a board appointed by you, 
as employer, a pension plan can give incentive 


to your employees, reduce personnel turnover 
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their use by the employer to dominate the 
plan. If they are eliminated or their 
functions limited to furnishing advice 
on personnel questions to the trustee, 
the latter’s duties will be corresponding- 
ly increased. 

These, then, are the essential factors 
which will determine the answers to the 
various questions confronting an employ- 
er who contemplates the adoption of a 
pension plan. Their application to a 
specific situation requires the advice of 
competent experts in the fields of law, 
accounting, taxes, actuarial science and 
personnel administration. It is only with 
the aid of such advice that the nature of 
the basic elements of the plan can be in- 
telligently determined. The modern pen- 
sion plan is a technical device, which 
must be designed, in accordance with 
sound legal, financial and- psychological 
specifications, to fit the needs and condi- 
tions of a particular establishment so as 
to function efficiently as an integral part 
of its permanent personnel policy. 


and take care of those reaching retirement age. 
Our trust officers will work with your attorney 
and your life underwriter in shaping a pension 


plan to your needs. 


Southern California’s Oldest Trust Company 


Title Insurance and Trust Company 


433 South Spring Street, Les Angeles 


A note from William R. Spinney, Assistant Cashier, reports: 
“We ran this advertisement in the Los Angeles Examiner on April 7th. 


Reprints were supplied to insurance underwriters. 
from the underwriters and several inquiries from 


executives.” 
Why? 


We had splendid reaction 
substantial corporation 


Apart from eye appeal and readability, it goes direct to the heart 


of the problem: “It pays to pay pensions!” 





442 


Institutional Advertising CAN 
Produce Results 


A visual demonstration (using a projec- 
tor and slides comparing ads that “pulled” 
and ads that didn’t, and the device of a 
vocal vote in testing audience reaction) 
was given the Personal Trust Round Table 
at New York Chapter of the A.I.B. at its 
May meeting by Richard Manville, Research 
Director for Donahue & Co. and consultant 
on advertising for nationally known cor- 
porations and trade associations. 

The demonstration centered on a seven- 
point check list; whether you are selling 
goods or services your advertisement 
should: 


1. Address itself to the right market at 
the right time. 

2. Offer satisfaction most clearly. 

3. Put over its message relevantly, with 
the least possible distraction. 

. Be specific. 

. Have its sincerity and believableness 
unquestioned. 

. Enable the reader to take either ac- 
tion or an attitude with the least ex- 
penditure of effort. 

. Entail the least expenditure or cost 
on the part of the reader. 
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“Bank advertising,” said Mr. Manville, 
“for too long a time has been accepted as 
being unproductive of results. In a bus- 
iness that is held accountable for every 
penny, advertising appropriations spent by 
banks, paradoxically enough, are generally 
spent without knowing quite what happen- 
ed, if anything happened, after the ads 
appeared. If management wishes to make 
bank advertising productive, means can be 
found; results can be determined by test- 
ing. But testing is practically unknown 
in financial advertising. 

“The trouble with perhaps 80% of cur- 
rent institutional advertising is that it does 
not allow the reader to ‘do anything about 
it’—the copy fails to interweave the reader’s 
self-interest with the advertiser’s message. 
Institutional advertising, to be successful, 
must enable the reader to ‘do something 
about it’—if only to take an attitude toward 
whatever intangible is offered. 


“If you have a really good institutional 
ad, you will hear about it. Ads like ‘The 
Kid in Upper 4,’ the A & P ‘Statement of 
Policy’ ad which had 11,000 editorial re- 
prints, and U. S. Rubber’s ‘Empty Room’ 
are examples of copy that evoked wide- 
spread reaction in the form of reprint re- 
quests, letters, telephone calls, editorials 
and trade and employee comment.” 


Left to right: Elizabeth Van Sciver, Asst. Trust Officer, First National Bank, Princeton, 
N. J., as the Customer; Frieda S. Donaldson, Asst. Trust Officer, Trenton Banking 
Company, Trenton, N. J., as the Tax Adviser; Nancye B. Staub, Asst. Trust Officer, 
Union County Trust Co., Elizabeth N. J., as the Trust Officer, in a skit presented at a 
recent meeting of the Middle Atlantic Division of the Association of Bank Women. 
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SETTLEMENT OPTIONS AND INSURANCE TRUSTS 


Their Respective Roles in Estate Planning 


LYNN LLOYD 
Vice President, Harris Trust and Savings Bank, Chicago 


NSURANCE and trust services are 

not competitive, but complementary. 
Insurance companies serve millions of 
people where trust companies serve thou- 
sands. The formers’ biggest function is 
to encourage people, through systematic 
saving, to create estates; the latters’ is 
to encourage people who have already 
created estates to conserve the property 
they have accumulated, by entrusting it 
to a bank or trust company for future 
management and eventual distribution. 


If there is room for competition be- 
tween trust and insurance companies, it 
can only be in handling the proceeds of 
life insurance after the insured’s death. 
Even this should cause no competition, 
because in practically all cases analysis 
of the needs of the beneficiaries and the 
motive which prompted the insured to 
carry the insurance will determine 
whether the settlement options or a trust 
arrangement is best suited to the case. 
It should make no difference whether the 
analysis is made by a life underwriter 
or by a trust officer. 


Record of Life Insurance Trusts 


The question of the comparative ad- 
vantages of a life insurance trust and op- 
tional modes of settlement cannot be con- 
cisely answered. A well-established trust 
company administers a great many 
trusts, no two exactly alike; life insur- 
ance trusts are about the only ones that 
start with cash. Moreover, trust com- 
panies do not generally compile figures 
showing gross and net income received 
by all beneficiaries over a period of time, 
because a beneficiary is interested in 
what he gets or may get from his trust 
and not what the average income paid 
to all beneficiaries may amount to. 


From an address delivered before the Chicago 
Chapter of Chartered Life Underwriters, April 
1943. 


However one survey* was made by a 
trust company, which covered all insur- 
ance trusts in actual operation on its 
books up to March 1937. Some of the 
accounts had been in operation as long 
as 15 years, and some for only two or 
three years. That study showed the fol- 
lowing information about these insurance 
trusts in the aggregate: 


(a) The market value of the undis- 

tributed assets of the trusts on 
March 1, 1937, was 101% of the ori- 
ginal face value of insurance col- 
lected and was 106.5% of the net ~ 
insurance proceeds remaining after 
distributions of principal to bene- 
ficiaries required by the trusts. 
The annual net income paid to ben- 
eficiaries from all accounts averaged 
4.24%; the highest net income in 
any account was 4.90%, and the low- 
est was 3.16%. 

(c) 38% of these accounts contained 
some assets which were purchased 
from the insured’s executors. 


Bond yields have, of course, declined 
about 20% since 1937; therefore, if the 
study were brought down to date, it 
would tend to show a reduction in income 
for the beneficiaries. Accounts starting 
with cash in the last few years would 
show a substantially lower rate of in- 
come. 


Option or Trust? 


In the majority of cases settlement 
options offer the best answer to the needs 
of the estate owner. Life insurance trusts 
merely constitute another optional 
method of settlement, but they should not 
be recommended indiscriminately. The 
trust arrangement is generally not favor- 
able for accounts below $25,000, because 
the trustee’s minimum fee would be bur- 
densome. 


*See Steeb, “How Insurance Trusts Have Fared,” 
March 1937 Trusts and Estates 293. 
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However, there are two types of cases 
in which trusts do seem to offer advan- 
tages. If insurance is carried solely or 
partly to finance the payment of taxes 
by the insured’s estate, there is no sure- 
fire way of knowing that the funds will 
be available when needed except by hav- 
ing them payable to a trustee under an 
agreement which authorizes the trustee 
to use the cash for purchasing assets 
from the insured’s executor. Insurance 
intended for this purpose, but made pay- 
able to individual beneficiaries, under- 
goes the risk of having its purpose de- 
feated if the beneficiary dies or fails to 
use the funds therefor. The other situa- 
tion in which the insurance trust offers 
an advantage is where a degree of flexi- 
bility or discretionary power must be 
delegated to a trustee; the insurance 
companies cannot undertake such duties. 

A good many insurance trusts have 
been revoked because present bond yields 
are less than the 3% or 342% guaranteed 





B... using trust advertising 


prepared by Purse report splendid 
results—many inquiries — will-files 
growing. The same effective adver- 
tising should be developing present 
and future earnings for your bank. 
Write now, without obligation, for 
samples and complete details. 


The PURSE Company 


Chattanooga, Tennessee 


Headquarters for Trust Advertising 
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by the options in old policies. Revoking 
a trust for this reason alone seems open 
to question. It assumes that present low 
yields will still prevail for a considerable 
period after the insured’s death, During 
the inflation following the last war, U. S. 
Government bonds sold to yield well 
above 6%. Money rates may swing far 
and fast, and another period of inflation 
is at hand. This reason for revoking a 
trust also ignores the question whether 
the rate of interest guaranteed by the 
options may be of less importance to the 
beneficiaries than the other advantages 
which the insured expected to provide by 
his insurance trust plan. 


Pensions and Annuities 


Under insured pension plans, trust 
companies are sometimes asked to serve 
as depositary for the cash contributed to 
the fund; as custodian of annuity con- 
tracts; and as trustee or cotrustee. 
Charges for these services depend entire- 
ly upon the amount of work and respon- 
sibility the bank is expected to assume. 
While a trust company may not be needed 
in all insured plans, frequently the corpo- 
ration and the participants prefer to have 
a disinterested depositary and custodian. 

Are annuities or trusts preferable for 
handling the retirement fund of an indi- 
vidual? For a young man starting such 
a plan, a trust is not suitable, because 
the minimum annual cost is likely to be 
a burden on a small fund during the early 
years of accumulation . However, if the 
case is one where a fund of $25,000 or 
more will be accumulated within a rela- 
tively short time, this burden would be 
minimized. 

An annuity for the individual starting 
to accumulate a retirement fund seems 
to be excellent and economical; however, 
it should supplement and not replace his 
life insurance program. For the man who 
has already accumulated a substantial 
fund and is ready to retire, the annuity 
will provide a guaranteed income. 

The comparison between annuity and 
trust plans for retirement income is 
much the same as between trusts and set- 
tlement options. The trust is merely an 
alternative method of providing future 
payments of income and principal. The 
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only questions I hear raised as to annuity 
plans are these: (a) the present market 
is admittedly a high cost and low yield 
market; therefore a poor one in which to 
make a commitment on a low yield basis 
to run over a long period of time; (b) an- 
nuities provide a fixed income, and if the 
annuitant has no other resources or in- 
come which he can draw upon in times 
of emergency the annuity income might 
not meet his requirements, particularly 
during a period of inflation, when the 
purchasing power of his income would 
diminish. 
Future Estates 


In view of the existing general handi- 
caps to accumulation of estates, and an- 
ticipating continued heavy death taxes, 
the remainders to be held in future testa- 
mentary trusts will probably be of lower 
average size. Trust companies, therefore, 
face a double problem: (1) To adjust 
their business so as to handle smaller ac- 
counts at a profit without impairing the 
quality of their service, and (2) to ob- 
tain appointments as executor and trus- 
tee under wills from a larger percentage 
of the public. The latter problem our in- 
surance friends can help us solve, if they 
feel they can conscientiously recommend 
that their customers appoint corporate 
executors and trustees under their wills. 

The future of the life insurance busi- 
ness, on the other hand, looks brighter. 
Outside of buying war bonds and paying 
off debt, there is no method of savings 
or investment today which is more con- 
structive than life insurance to provide 
income and good living standards for 
beneficiaries in the future. 


From Bubbles to Riches 


Gypsy Rose Lee, famous burlesque queen 
and author of the best-seller murder mys- 
tery “The G-String Murders,” has _ pur- 
chased from the United States Trust Com- 
pany of New York, the 30-room town house 
of the late Barbara Rutherford, of whose 
estate the trust company is executor. The 
house, across from the home of Judge Sam- 
uel Seabury and one of the largest in the 
fashionable East ’60s, cost more than 
$300,000 to build but has been acquired for 
a fraction of the cost. 








High Rate of Intestacy 


The average citizen continues to “put 
off” making a will and during the sixteen- 
year period from 1927 to 1942 nearly 60 per 
cent of the persons whose estates were pro- 
bated in Cook County (Chicago), died with- 
out making a will, L. W. Fischer, vice pres- 
ident, American National Bank and Trust 
Company of Chicago, told members of the 
Cook County Corporate Fiduciaries Associa- 
tion last month. 

“In view of the present upward trend of 
taxes which shows no sign of abatement, ac- 
cumulation of large estates is rapidly be- 
coming a lost art,” he declared and urged 
estate planning to safeguard estates against 
unnecessary shrinkage resulting from dupli- 
cate succession taxes, forced liquidation of 
holdings and inefficient administration. 


Execution of a will is merely the pro- 
logue to a story, Fischer said and explain- 
ed that: “The sequel—fortunately in some 
instances—is never witnessed by the testa- * 
tor, for if it were he might be heard to say 
that ‘any resemblance between what my 
family received and what I regarded as my 
estate is purely co-incidental.’ ” 
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REVIVAL OF HOUSE ORGANS 


ROM banks around the country come 

specimens of new or revived house 
organs. They vary from mimeographed 
sheets, embellished with homemade draw- 
ings, to slick-paper magazines, fashion- 
able with photoprints and colored bor- 
ders. The excuse for this wartime con- 
sumption of work-hours and paper is the 
Service Man; and we know no better ex- 
cuse. Here is a convenient and compara- 
tively inexpensive device for combining 
and redistributing the letters that come 
to various individuals in the bank from 
men who carry an unquenchable spark of 
homesickness for their old associates to 
the edges of the world. Back goes to Ser- 
geant Zilch, in Australia (formerly of 
Credits), the latest word from Corporal 
Zwick over in Africa (ex-Coupon Pay- 
ing). Every issue is a bundle of mail 
from home. 


The handsomest job we have seen is 
The Observer of the Central Hanover in 
New York. Featured in the March issue 
is an account by Lieutenant Don Wheat- 
on (ex of Central Hanover’s 42nd Street 
Office) of the action at the Bloody Angle 
of the Tenaru River in Guadalcanal, de- 
scribed, professionally but not more 
vividly, in Richard Tregaskis’ “Guadal- 
canal Diary.” The soldier’s letter ends, 
“... and keep the mail coming.” 


Central Hanover does not overlook the 
possibilities of the house organ as a 
means of educating new people in the 
bank. Thus, an article, “Who Runs Cen- 
tral Hanover,” tells who the “they” are 
who keep 2,500 men and women working 
—an intricate machinery of human cogs 
and cams. There is a readable piece on 
ration banking. As in the typical cal- 
umns of departmental news and “per- 
sonals,” there is a disciplined good hu- 
mor. 


Humor Without Offense 


This caution we would offer: that con- 
tinuance of a successful house organ de- 
mands editorial talent of the highest 
quality the organization affords. In un- 
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skilled hands, as source material dimin- 
ishes and the good jokes of local legend 
wear thin, too often the house organ be- 
comes an abomination of unrestrained 
silliness; many unmerited hurts have re- 
sulted from the T.N.T. of wit handled 
clumsily. Restraint and good taste, 
spiced on occasion, characterize The Ob- 
server. Deserving of perpetuation in an 
anthology of financial humor, is “Diary 
of a Page,” which sparkles with the 
gaiety of the sweet young things now 
clattering and giggling through our cor- 
ridors and our counting-rooms. It is re- 
printed here: 


Diary of a Page 


Sunday... 


Start tomorrow as 
Hanover. Golly. 


a page in Central 


Monday... 

Line up today .. . stumbled in three 
minutes late. Mr. Graham stopped talking 
and there was a dead silence until I got to 
my seat. ... Everything happens to me... 
Supervisor gave me a uniform. Poor me 
was horrified to find same swishing about 
my ankles . . . Supervisor says, “Fine, fits 
better than anyone else’s.” Oh, what must 
sister pages look like!!! 


Tuesday... 


Uniforms look much better hemmed... 
Ah!, relief. Spent half the day trailing 
senior page around bank. At last allowed 
to travel without chaperone. Sent up to 
roof to wait for the Air Mail. Waited and 
waited but the plane never came... Guess 
the weather held it up. Tomorrow they 
say I can go on errands alone. 


Wednesday... 

First trip. Alone! Given instructions 
and proceeded to destination. Approached 
DESK, at which sat someone very impor- 
tant. THE DESK was completely covered 

. . there didn’t seem any logical place to 
put this ticket. Finally, very meekly placed 
it on top of something, and, utterly ignored, 
stood there . . . trembling. 

“Ah!—Huramf,” uttered personage be- 
hind desk, and with no other comment be- 
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came immersed in millions of typewritten 
sheets. I left. That is, made an attempt 
to... when an outraged “Where are you 
going?” overtook me. 

“Yes Sir,” I said and gulped. After 
looking at me hopelessly, Personage marked 
ticket and told me to take it back ... I just 
stood there. 

After several centuries, Personage looked 
up again. Finding me still there looking 
baffled, seemed to affect him strangely for 
he sighed, and, in a very patient tone, told 
me to take it back . . . back to where it 
came from. I felt sufficiently dismissed to 
go. I did. 


Thursday... 

Ah! Transferred already ... guess my 
hidden genius has been recognized ... am 
now a member of the “El” system (also 
poetically called Magic Carpet and other 
titles not so poetic). I tour the bank on 
trips. Supervisor takes me around teach- 
ing me how. Passed one floor where every- 
one was in cages, yelling and screaming 
and running about with papers in their 
hands. (I guess that’s why they are in 
cages.) 

Friday .. 

Sent up to Credit Department for a file. 
Faced a lovely brown-eyed blond and re- 
quested same (file, I mean). Blond beauty 
asked me to repeat request as she nodded 
to fellow worker. Me, sensing trick all too 
late, rushed from department in record 
speed trying to hide blushes. The name of 
the file? .. . “McCann, Hurtz, and Howe.” 
Gosh, will I ever learn? 


An Instrument of Public Relations 


We wonder if any banks, or many, are 
using house organs as mailing pieces to 
stockholders and depositors? We would 
be the last to advocate that publications 
intended for internal distribution be 
mailed regularly to a large outside list, 
but there might be a point to occasional 
such mailings. The issue would, of 
course, be carefully selected; would con- 
tain interesting personal notes, avoiding 
obviously synthetic shop-gossip; would 
contain, perhaps, a particularly interest- 
ing soldier’s letter and a readable, short, 
informative article—written about the 
recipient’s interests. It might not do any 
direct selling of bank or trust service, but 
would convey to the reader an impression 
of the bank’s character. It could reveal 
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that the bank is made up of people with 
enthusiasms and loyalties—to their insti- 
tution, their work, their customers and 
their associates. A bank may advertise, 
sloganwise, that it is a personal, friendly 
bank; a specimen house organ of the 
right type can give the slogan reality. 


CORPORATION. PICTURE BOOKS— 
AND BANK STATEMENTS 


UR thoughts have been directed to 

the subject of public relations by a 
pile of handsome annual statements to 
stockholders of various large corpora- 
tions. Outstanding are several railroad 
reports; most dramatic of these is the 
one by the president of the Chesapeake 
& Ohio Railway. This has been given 
high praise by technicians in the business 
of printing and in the field of public re- 
lations. 


Among laymen, there would seem to be * 
two schools of thought. There are those 
who exclaim, “Waste of the government’s 
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money!” in the sense that money not so 
spent, to the extent of 80%, otherwise 
might go into income and excess profits 
taxes. The counter protest is that pri- 
vate business, as well as government, is 
entitled to use paper and ink and Sun- 
day-best typography for purposes of pro- 
paganda. Unless the thing is flagrantly 
over-done, we think the prevailing reac- 
tion is on the approving side. The man- 
agers of large business enterprises are 
showing imagination in dealing with that 
segment of the public which is composed 
of their stockholders, and that is all to 
the good. 

Railroad management, which has not 
been rated as imaginative by modern 
standards, is now skillfully capitalizing 
the ancient, durable glamor of railroad- 
ing. Photographs from odd angles of 
great locomotives puffing clouds of steam 
stir the pulse. Flashing Diesels hint of 
transportation marvels to come. The 
statistics which compete with the photo- 
graphs for interest in these publications 
do not puff steam but they are presented 
graphically; they command reading. 

The obvious course of this discussion 
is toward asking, “What can be done 
with bank statements?” There is no 
drama in banking comparable to the 
drama of railroading. There are great 
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verities in trust business, verities that 
spring from the most primitive human 
emotions; but there is an understandable 
fear of seeming maudlin in telling the 
trust story plain. There is a story to be 
told, nevertheless, of the relationships 
between the human beings who compose 
the trust institution and the human be- 
ings who are its customers, whether they 
be depositors, borrowers, trust donors or 
beneficiaries. We have suggested that 
judicious use of a house organ may con- 
vey some part of this story. Newspaper 
and direct mail advertising add their re- 
spective chapters. Bank statements and 
annual reports lacking the breath of life 
are denials of the humanity which the 
institution claims for itself through other 
media. This is no cry for glamor in 
statements and reports, but for consis- 
tency: that all publications of the bank 
may tell the same human story. 


Safekeeping Wills 


E. M. Gaillard describes in April Bankers 
Monthly how Union and New Haven Trust 
Co., of which he is executive vice president, 
has found it profitable to advertise that it 
safekeeps wills without charge. This ac- 
commodation has helped to sell trust ser- 
vice. The card system is explained. 
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THE RELIEF ACT AND TRUST 
ADMINISTRATION 


A. W. LeGASSICK 
Asst. Trust Officer, Guaranty Trust Company of New York 


ROM the standpoint of practical ad- 

ministrative procedure in estates and 
trusts, the Soldiers’ and Sailors’ Civil Re- 
lief Act does not seem to create any prob- 
lems so serious that they cannot be met 
by the ordinary rules of fiduciary admin- 
istration. The Act is very broad in its 


general provisions and appears to allow 
considerable latitude to the Courts of 
local jurisdiction in deciding individual 
problems on the merits of the particular 


facts involved. Its application in rela- 
tion to estate and trust administration 
arises chiefly with respect to the protec- 
tion of the interests of creditors and lega- 
tees, as well as the executor or adminis- 
trator, and the relief afforded to debtors 
under mortgage obligations or leases, 
contracts, etc. 

To consider the procedure first from 
the estate administration angle, there is 
no particular difficulty in the State of 
New York, and this is probably so in 
most jurisdictions. A will may be filed 
for probate and the fact that an inter- 
ested party in the proceedings is in mili- 
tary or naval service is disclosed to the 
Court. The Court will thereupon appoint 
someone to protect his interests if he is 
not already represented by counsel. Sim- 
ilar procedure is followed in all other 
Court proceedings during the adminis- 
tration, including the accounting, and the 
executor is protected against any future 


claims which might be asserted by such 
person in the services upon complying 
with the decree of the Court. 

Insofar as the executor’s liability to 
creditors is concerned, the situation is 
much the same. If the executor has no- 
tice or knowledge of an unpaid claim by 
a person in the service, he must cite that 
person, like any other creditor, upon his 
accounting, and the Court will appoint a 
representative to protect his rights, if he 
does not appear through counsel. Upon 
compliance with the Court’s decree, the 
executor is properly protected. 


Real Estate Matters 


HE real problem arises with respect 

to real estate situations, involving 
leases and foreclosures of mortgages, etc. 
These may involve considerable loss of 
income to beneficiaries as time goes on. 
For example, a certain account may have 
a high aggregate income from a large 
apartment building where the suspension 
of payment of rent by a few tenants may 
have little or no net effect on the average 
earning power of the trust. On the other 
hand, there may be situations where the 
major portion of the income is derived 
from a large residential or business prop- 
erty, and the application of a moratorium 
would result in real hardship to the bene- 
ficiaries and incidentally reduce the com- 
missions earned on the account. This is 
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unfortunate and if the war continues for 
any prolonged period the “hardship” 
cases will probably increase. From the 
strictly administrative viewpoint, how- 
ever, the Act seems to be sufficiently 
broad in its provisions to insure protec- 
tion to a fiduciary who proceeds through 
the local Courts, under counsel’s advice. 
Undoubtedly as actual situations develop 
we shall have Court decisions in parti- 
cular instances to guide us. 

It would seem that the primary pur- 
pose of the experienced fiduciary faced 
with the necessity of operating under the 
provisions of this war-time emergency 
law should be to endeavor to apply to 
each individual situation as it arises such 
consideration and judgment as would be 
consistent with the public policy and 
practice in the particular jurisdiction 
under which he is functioning. 


Appointment of Representative 


T was mentioned above that the Court 

may appoint someone to represent the 
interests of a person in military service. 
In New York, Chicago and other jurisdic- 
tions, attorneys have accepted appoint- 
ments under the Act without compensa- 
tion, except in unusual cases where pro- 
longed and extraordinary services will be 
required. The following Rule adopted re- 
cently by the Orphans’ Court of Pitts- 
burgh in this connection may be of in- 
terest: 


“When it appears by affidavit that 
one or more of the parties is engaged in 
the military service (or the petitioner is 
unable to determine whether he is so en- 
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gaged) and is in default of appearance 
or of a power of attorney, upon petition 
and order of court, or upon the court’s 
own motion, an attorney to represent 
such parties will be appointed and a 
bond approved by the court will be re- 
quired conditioned to indemnify such 
parties for any loss or damage that the 
parties may suffer by reason of the judg- 
ment entered should the judgment there- 
after be set aside in whole or in part. 
But no attorney appointed by the court 
shall have any power to waive any right 
of the parties for whom he is appointed 
or bind them by his action. If after 
judgment entered it shall appear that 
a party was prejudiced by reason of his 
military service in making his defense 
thereto and that he has a meritorious or 
legal defense to the action or some part 
thereof, upon application the judgment 
may be opened by the court and the de- 
fendant let in to defend.” 


In this same Court, the practice when 
an executor is unable to be reached is to 
place the estate in the hands of an admin- 
istrator durante absentia until he re- 
turns. 

It is interesting to note that the Dom- 
inion of Canada has refrained from any 
attempt at national legislation dealing 
with the debts or civilian obligations of 
men in the Services, leaving to the indi- 
vidual provincial legislatures the duty of 
caring for their own residents in this 
respect in accordance with conditions 
prevailing locally. The framers of the 
Soldiers’ and Sailors’ Civil Relief Act 
appear to have taken these factors into 
consideration to some extent in leaving 
such wide discretion to the local Courts, 
and it is felt that with the co-operation 
of the Courts of each State there should 
be little practical difficulty in complying 
with the aim and spirit of the law, inso- 
far as it may affect estates and trusts in 
the process of administration. 

[An excellent general analysis of the 
S. & S. Civil Relief Act has been prepared 
by Cassius A. Scranton, vice president of 
Chicago Title and Trust Company.—Ed. 
Note.] 





Trust department earnings of state banks 
and trust companies in the State of Wash- 
ington amounted to $106,773 in 1942, ap- 
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NORMS IN TRUST EXPENSES 
Analysis of New York State Cost and Fee Study 


O far, in our analysis of the New 

York State Banking Department’s 
examination of trust department fees 
and costs, we have dealt with the 
trust department as a whole, and in 
comparison with an earlier study by 
the Trust Division of the American 
Bankers Association.* Hereafter the 
comparison becomes impracticable, 
for the Banking Department exam- 
iners went on to refinements of anal- 
ysis not unlike the cracking of crude 
petroleum into myriad derivatives 
ranging from fuel oil to synthetic 
rubber. The next step was a break- 
down of “Expense” by major activ- 
ities within the trust department: 


notable divergencies in the tabulation 
make sense: Occupancy costs are higher 
in New York City; Corporate accounts, 
which are mass production jobs in the 
City, carry lower salary ratios, but—with 
the machinery used—take relatively more 
rentable space. In all account groups, 
salary costs are a few points less in New 
York City, but in the large city banks 
there is greater use of service depart- 
ments (wherein, in the accounting 
methods used, salaries lose their identi- 
ty) so that when salary and service de- 
partment percentages are combined, the 
distribution of expenses in the two geo- 
graphical groups is closely parallel. 


The next table shows the relative vol- 
ume of business in the various account 


Percentage Composition of Expense by Account Groups 


Estate Trust 
Accts. Accts. 
15 Institutions 
in New York City: 
Salaries... 56.68 55.11 
Other Direct Expense 17.66 17.88 
Occupancy Expense 10.26 10.77 
Service Departihents 9.33 9.50 
Overhead Expense — 6.25 6.74 


17 Institutions Outside 
of New York City: 


ee eee eee 60.93 59.47 
Other Direct Expense 20.15 18.60 
Occupancy Expense —__ 7.79 8.51 
Service Departments 4.06 5.42 
Overhead Expense — 17.07 8.00 


The coincidences which fili this table 
can hardly be believed, however plainly 
they may be seen. But the Banking De- 
partment used precautions born of ex- 
perience to assure the accuracy of its 
allocations. The similarities in the cost 
ratios attributed to the various account 
groups confirm the existence of norms in 
trust business, supply us measurements 
to keep our own costs in line. The few 


*Page 347, April issue, Trusts and Estates. 


Combined Combined 

Agency Personal Corporate Trust 
Accts. Trust Div. Accts. Dept. 
53.74 54.80 52.72 54.13 
17.85 17.85 18.51 18.07 
10.50 10.62 13.40 11.51 
9.69 9.54 9.71 9.59 
8.22 7.19 5.66 6.70 
55.91 . 59.00 61.88 59.22 
19.44 19.15 17.80 19.05 
9.35 8.54 10.55 8.70 
7.60 5.60 2.94 5.39 
7.70 7.71 6.83 7.64 


groups in terms of expense. (See next page) 


Here, geographically, wide divergen- 
cies appear. One is expected: the vastly 
greater importance of corporate trust 
and agency business in the New York 
City institutions. But the 8.7% of es- 
tate accounts in City banks, compared 
to 21.2% upstate, may be surprising. The 
practice would seem to be growing, more- 
over, of naming relative, lawyer or friend 
for the quick-turnover of executorship, 
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Distribution of Total Trust Department 
Expense by Account Groups 
15 Institutions 17 Institutions 


in outside of 
New York City New York City 


8.7% 21.2% 
35.8 49.8 
23.3 21.0 


Estate Accounts 
Trust Accounts 
Agency Accounts __ 


Combined Personal 
Trust Division 
Corporate Accounts _ 


92.0 
32.2 8.0 


leaving the long-drawn-out and less pro- 
fitable trusteeship to the patient trust 
company. That trust companies (both 
city and upstate) are losing ground in 
this prized branch of personal trust busi- 
ness is confirmed by comparison with the 
Banking Department’s preliminary 1939 
survey (in a table not reproduced here) : 
fees derived from executorships in 1941 
were only 56.3% of 1939 fees from the 
same source in the City banks; 57% in 
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the institutions outside of New York 
City. 

The Superintendent of Banks, in his 
report, cautiously notes that “this re- 
flected the fluctuation in the year to year 
volume of estate business.” Remember, 
however, that we are dealing here with 
averages—the averages of 32 banks that 
represent more than 90% of the personal 
trust business transacted in New York 
State. Fluctuation might expectably be 
wide in individual institutions, but aver- 
ages flatten out variations and. denote 
trends. It would appear that there is a 
new business job to be done by trust- 
banks in New York and, if the percen- 
tages cited are representative, by trust 
institutions everywhere. 

Basically, the Banking Department’s 
study was of costs; but a study of costs 
unrelated to earnings would be meaning- 
less. Income and costs are tied together 
in the following table; the percentages 
shown are the ratio of income to costs. 


Percentage of Income to Expense 
by Account Groups 


15 Institutions 17 Institutions 
in outside of 
New York City New York City 


Estate Accounts __. . 116.6% 88.2% 
Trust Accounts 92.2 
Agency Accounts 81.6 
Combined Personal 

Trust Division 92.4 
Corporate Accounts _ 134.9 
Combined Trust 

Department 


88.9 
152.2 


93.9 


These are averages, of course, and they 
level out to a composite that is not en- 
couraging. By themselves, executor- 
ships on average show a small margin of 
profit in the City banks, but their total 
contribution, as we have seen, is not 
large. Personal trust income, as a whole, 
falls from 11.1 to 7.6 points short of 
equalling costs. Only corporate accounts 
are profitable—more so upstate, but here 
(like executorships in the City) they are 
relatively inconsequential. The net re- 
sult is that in New York City the whole 
trust department has a 6.1 margin of 
profit; upstate, a 6.1 margin of loss. 

There is nourishment for hope in the 
breakdown by individual trust institu- 
tions, however. Those who by skill and 
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imagination and courage can equal the 
best will have profitable trust depart- 
ments. This is demonstrated by the 
table which concludes this installment. 
Of the institutions here concealed by the 
anonymity of arabic numerals, No. 5 ob- 
viously had a windfall of estates, as prob- 
ably did No. 34. Good management (or 
good fortune) was shown by Nos. 4 and 
24, where income ratios in the various 
account groups were generally ahead of 
costs; no single activity cut deeply into 
the red. There is a point to be observed 
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in No. 14 (and perhaps in No. 37): here 
there is a heavy profit margin in “Agency 
Accounts” which suggests that there may 
be a heavy concentration in supervised 
or managed accounts—a field where out- 
side investment counsel firms had estab- 
lished the precedent of high-level fees. 
Despite losses in “Trust Accounts,” and 
without the leverage of corporate trusts, 
the result is a profitable trust depart- 
ment. If our surmise is correct, the earn- 
ings potentialities of managed accounts 
warrant study. 








Institutional Ratios of Income to Expense by Account Groups 


Study 
Identification 
No. 


New York City: 


Estate 
Accts. 


Trust 
Accts. 


60.9 
.... 142.4 
. 147.8 


92.8 
91.6 
64.3 
100.5 
145.4 
77.0 
84.8 
89.2 
55.3 
68.5 
84.2 
52.1 
61.2 
69.2 
62.4 


Average 84.4 


Outside New York City: 


89.6 75.7 
86.8 
116.6 
150.0 
72.3 
76.1 
82.8 
99.6 
76.8 
106.8 
73.5 


156.4 
106.1 
120.5 
114.6 


Agency 


Combined 
Personal 
Trust Div. 


Combined 
Trust 
Dept. 


Corporate 


Accts. Accts. 


97.9 
78.9 
68.8 
112.4 
86.1 
87.1 
102.5 
95.5 
98.0 
152.0 
85.5 
143.4 
41.2 
226.5 
122.5 


93.0 
104.0 
72.1 
104.5 
147.2 
78.0 
93.4 
93.6 
71.3 
70.9 
84.1 
76.9 
71.5 
124.7 
65.6 


92.4 


134.7 
Not reptd. 

92.8 
126.8 
251.3 
149.2 
141.0 
149.2 
119.3 
128.3 
163.8 
139.5 
110.0 
none 
128.2 


106.0 
104.0 
73.1 
114.6 
150.0 
110.9 
105.5 
107.3 
92.7 
93.2 
101.3 
113.2 
82.8 
124.7 
97.5 
95.6 


134.9 106.1 


73.9 
87.6 
92.1 
93.4 
83.6 
58.8 
94.6 
49.4 
78.1 
49.4 
34.3 
114.7 
64.1 
141.8 
85.4 
177.4 
219.0 


79.1 
70.2 
98.2 
136.0 
81.0 
63.2 
91.5 
78.3 
71.0 


122.1 
209.3 
107.1 
100.0 
161.4 


85.5 
87.9 
98.3 
135.6 


49.5 


140.5 


96.3 


81.6 
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“IDLE MONEY” IN THE STOCK MARKET 


Comparison of Inflation Bases in United States and Europe 


L. ALBERT HAHN 


Because the drastic European inflations have often been misinterpreted 
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differences—as between an “inflation” market and an “Idle-Money” market 
for equities—is a practical contribution to balanced judgment. The author 
writes from a banking and business as well as economic background, having 
been chairman of a large provincial bank in Frankfurt-am-Main—the 
Deutsche Effecten und Wechsel Bank—director of several large corpora- 
tions, and author of “The Economic Theory of Bank Credit.” One of the 
first to publicly criticize the ill-fated German currency policy after the last 
war, his financial work was recognized by appointment as honorary pro- 


fessor of Economics at the University of Frankfort.—Editor’s Note. 


NVESTORS, already sufficiently 

troubled with other problems, 
during recent months have become 
increasingly concerned about infla- 
tion. If they consult the experts, 
they hear the most divergent opin- 
ions, ranging from the advice to just 
ignore the whole inflation talk to 
the advice to put every dollar into 
what they call real values, such as 
common shares, real estate, etc. It 
is of greatest importance for every 
' investor to acquire a reasonable at- 
titude in this question, an attitude 
which avoids equally over-exagger- 
ation and under-estimation of the 
inflationary forces and which thus 
prevents him from hysterical as well 
as fatalistic decisions. 


One of the chief reasons for the ex- 
treme divergency of approach towards 
the inflation problem lies in the fact that 
the European inflations and their impli- 
cations for the markets in the United 
States are so often misinterpreted. But 
it is also a correct analysis of the Eur- 
opean inflation which can demonstrate 
what one has to fear and what one has 
not to fear in this country. 


Inflation results from the working of 
the so-called Quantity theory of money, 
the theory which in its crudest form 
states that—other conditions being equal 
—an increase of the quantity of money 
provokes a corresponding increase in 
prices of goods. The German experience 
demonstrates very clearly the interesting 
and controversial problem, whether and 
to what extent the Quantity theory of 
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money is working not only on the mar- 
kets of goods but also on the markets of 
stocks. 


Analysis of the German experience 
shows three periods of inflation can be 
distinguished.1 The first period lasted 
from the beginning of World War I, 
July 1914, until the beginning of 1919. 
During this time, Germany, which had 
abandoned the gold standard at the be- 
ginning of the war, experienced a strong 
although not very rapid inflation. Stocks, 
however, moved up during the war and 
moved down even more after the war, in 
the way of an ordinary cyclical movement 
and by no means in accordance with and 
parallel to the inflation which was worst 
at the end of this period when the stocks 
were lowest. 


“Quantity” Theory Not Controlling 


HIS confirms the theory, often put 

forward but also often denied, that 
the Quantity theory does not work, at 
least not directly, with respect to stocks. 
Indeed it could happen that stocks float 
on the waves of a strong inflation with- 
out their prices being altered. For money 
does not buy stocks as it does consump- 
tion goods, just bidding up prices until 
all money available is used. Money only 
buys shares—or otherwise refrains from 
buying—if and where the earnings of 
the present or of the near future seem to 
offer an attractive return for the money 
invested. An increase in the prices of 
goods is only one of the very many data 
which affect earnings. If during the ris- 
ing of the price level, costs, especially 
wages, move upward on the same or even 
larger scale, earnings go down. Thus, 
an inflation of the slow type, prevailing 
in Germany from 1914 to 1919, does not 
necessarily mean that stocks move up, so 
that as such they cannot be considered 
as inflation hedges. When they move up 
in such a period, their movement is to be 
considered simply as a bull movement 
which can occur also when there is no 


1. Details concerning the movement of stock 
prices, wholesale prices, money in circulation, 
dollar exchange rates and other features of in- 
fluence during these three periods can be found 
in the article published in collaboration with 
Dr. J. Sudek in Bankers’ Magazine of July, 
1942. 
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question of inflation through unbalanced 
budgets. This means above all that such 
movements are no one-way propositions 
and that indiscriminate buying of com- 
mon stocks, based on the Quantity theory 
of money, must lead to losses. Stocks do 
not follow the laws which govern the 
price level of goods; they follow their 
own laws: stock prices are capitalized 
earnings. 


Buying Present or Future Earnings 


N the second period of the German in- 

flation, beginning in 1919 and ending 
with the stabilization of the currency in 
the fall of 1923, the movement of the 
stock prices was of an entirely different 
character. Stocks moved up quite out of 
proportion to earnings; yields were some- 
times down to one quarter of one percent. 
The explanation of this phenomenon is 
very simple: the public did not care any 
longer about the earnings of the present 
or the immediate future, as it did in 
normal times. What the public hoped or 
feared was that in the remote future the 
earnings of corporations, owning “intrin- 
sic” values, would rise in some relation 
to the depreciation of the currency. 


This hope or fear, however, can mate- 
rialize only under certain conditions and 
only under these conditions can stock 
prices be decisively affected by inflation: 
First, in the remote future the prices of 
goods must stay at their inflated level. 
Second, the corporation must be able to 
profit from the “intrinsic” values at the 
new high price level. This means that 
the profits so achieved must not be treat- 
ed as profits and therefore taxed away, 
but rather as liquidation of capital which 
remains free of taxes. These conditions 
and especially the last will be accom- 
plished only if the whole tax and price 
regulation system of the country col- 
lapses. But such a collapse does not oc- 
cur before the depreciation of the cur- 
rency reaches excessive proportions and 
the idea that the existing currency has 
maintained its old value has become too 
paradoxical. 


Factor of Currency Confidence 


PECULATION in such times is pre- 
dicated on a radical change in the cur- 
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rency . In Germany, this speculation was 
successful. In the law of January l, 
1924, concerning the opening balance 
sheets in Goldmark, a re-valuation of the 
assets and the capital accounts of the 
corporations in the new currency was 
provided. There seems to be not the 
slightest chance of a breakdown in the 
continuity of the United States currency, 
and any speculation on such an event 
would be without foundation. The Ger- 
man inflation was a unique phenomenon, 
caused by the absolute inflation uncon- 
sciousness of the government, by Repara- 
tions and, last but not least, by the fact 
that there was one good which always 
attracted the newly created money and 
prevented it from being saved and thus 
going out of circulation—the U. S. dol- 
lar, which appeared as the currency with 
permanent value (wertbestaendige Waeh- 
rung). 

The German stock market boom of the 
years 1919 to 1924 was a real inflationary 
boom. Stock prices moved upwards 
with only small reactions. The stock 
price average at the end of the inflation 
stood at 268 billion times its prewar level. 
It was a one-way market in which it was 
quite safe to speculate on the bull side. 
Such a bull market will not happen here. 


Rationed Purchasing Power 


INCE 1933 and up to this moment, 
Germany has been again experiencing 
an inflation. If one wants to characterize 
this inflation in contrast to the Great In- 
flation one can say that in this inflation 
the Quantity theory is put out of action 
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to a large extent. On the one hand, defi- 
cit spending for war preparations and 
war purposes has been enormous while 
taxes and voluntary savings have not 
been sufficiently high to siphon away the 
flow of new purchasing power. On the 
other hand, an intrinsic system of price 
and wage ceilings and goods rationing 
has been enforced with remarkable suc- 
cess, at least if one trusts the official 
figures and does not consider the black 
market, the importance of which is diffi- 
cult to judge from here. Through this 
rationing and price ceiling system the 
newly created money, to a substantial 
amount, can no longer be spent for goods. 
Thus a kind of involuntary saving has 
developed on an enormous scale, a saving 
which one could characterize as a “saving 
for want.” 

During this period from 1933 until 
today, Germany has experienced three 
distinct movements of stock exchange 
prices: 1933-1937 a bull market; 1937 
until the beginning of this war a bear 
market; since then again a bull market. 
This latter bull market has assumed such 
extravagant proportions that the govern- 
ment has tried in every way to prevent 
further rises. A law was issued on Jan- 
uary 5, 1942, which gives to the Reich 
the power to take stocks out of the hands 
of investors and speculators at relatively 
low, fixed prices. This power is exercised 
to a certain extent and prevents, of 
course, a genuine functioning of the stock 
exchanges. 


Idle Business Money 


HIS strong and continuing upward 
movement since the beginning of the 
war is undoubtedly, at least partially, 
caused by an “inflation psychology.” This 
is not astonishing, for the German people 
have a good memory of what happened 
during the first inflation. But this “in- 
flation psychology” tells only part of the 
story; there is another phenomenon 
which has arisen and which is stressed 
in all comments on this bull movement. 
Germany’s industry entered the war 
in an extremely strong position as to in- 
ventories and equipments. Manufactur- 
ers and merchants had replaced their in- 
ventories as quickly as they were used. 
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From the outbreak of the war on, when 
Germany was cut off from the world mar- 
ket, replacements were no longer possible 
and enormous amounts of idle money ac- 
cumulated in the hands of manufacturers 
and merchants. These people formed an 
entirely new group of potential buyers 
of stocks, among them the big corpora- 
tions who bought back their own shares 
on a large scale. 


The Phenomenon of Idle Funds 


ITH regard to the idle money phen- 

omenon, but only in this regard, 
conélusions from the monetary events in 
Germany can be drawn for the move- 
ment of stock prices in this country. In 
this country there also exists, although 
to a smaller extent, the phenomenon of 
idle funds. They seem here to be owned 
especially by the large number of small 
business men who have sold their inven- 
tories and who do not know what to do 
with their idle cash. Repayments of 
bonds by corporations with swollen war- 
time earnings seem also to be important 
in this connection. These idle funds, 


partly but never to 100% forced into gov- 


ernment loans, will exercise a strong up- 
ward pressure on the stock markets. 


Such a market, which one should call 
“Idle Money market” rather than “Infla- 
tion market,” can be compared in its 
theoretical structure with the market 
that traditionally develops at the end of 
a depression. At this moment idle money 
presses stocks upward although for the 
immediate future rising dividends can- 
not be expected. The result of the mone- 
tary pressure is a recapitalization of 
stock prices at a higher price-to-earning 
ratio. And stock prices will go up, if 
and when—which should be always con- 
sidered—earnings are not threatened by 
adverse factors such as greatly increased 
corporation taxes. 

The paradox of an “Idle fund market” 
lies in the fact that, the more the infla- 
tion in the sphere of goods is curbed, 
through rationing and price ceilings, the 
more the idle funds and their pressure in 
the sphere of the stock markets will 
grow. It should, however, be kept in mind 
during the boom that Idle money markets 
are not one-way but two-way proposi- 
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tions. The day will come when people 
want their money back from the stock 
exchange to go back into their business. 
Thus it could happen that during the so- 
called Reconstruction boom, stock prices, 
if at that time very high, would decline 
just at a moment when nobody expects it 
in view of the good earning prospects. 


Consequences of Rail Decisions 


The implications of decisions handed 
down by the Supreme Court on March 15, 
1943, in the cases of The Western Pacific 
Railroad and The Chicago, Milwaukee, St. 
Paul & Pacific Railroad should have far 
reaching effects on the investment policies 
of conservative investors and in turn on 
the railroad bond market, according to a 
study prepared by R. W. Pressprich & Co. 

“Marketwise the decisions have already 
exerted an influence, as evidenced by the 
firming of prices for senior liens of both 
marginal and defaulted credits,” the study 
notes, and “higher prices for senior liens 
should be attained as the implications of 
the decisions become recognized.” The firm 
believes that “the floating supply of strong- 
ly secured underlying liens will be absorb- 
ed gradually by conservative institutional 
investors, while the supply of junior secur- 
ities will remain large in spite of company 
purchases of such issues during the cur- 
rent period of high earnings. Further, the 
premiums which senior securities command 
over junior securities should increase when 
company purchase of junior securities is no 
longer a market factor.” As to defaulted 
bonds although reorganization may not be 
immediate, the conclusion is that procedure 
has been expedited and obstructive litiga- 
tion minimized. 
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Bond Exemption—An Unjustified 
Subsidy to State and Local 
Borrowing 


HE exemption of state and municipal 
bonds from federal income taxation 
has produced only a slight reduction in the 
interest rates on these bonds. The subsidy 
thus obtained by the states and municipal- 
ities on their borrowings has been quite 
unnecessary, for these governments ordin- 
arily experience no difficulty in obtaining 
loans at reasonable costs if their finances 
are in order. 


The exemption makes possible the evasion 
by large taxpayers of the high surtaxes of 
the income tax, through the simple expedi- 
ent of investing some of their assets in tax- 
exempt bonds, and is to this extent repre- 
hensible. The consequent losses of revenue 
to the federal Treasury and the savings 
in taxes obtained by large taxpayers ordin- 
arily exceed by far the savings in interest 
costs realized by the state and local gov- 
ernments under the exemption. The prime 
beneficiaries of the exemption privilege in 
question are thus not the states and the 
localities, but the tax evaders. In addi- 
tion to depriving the federal government 
of a substantial amount of revenue, the ex- 
emption works to undermine the integrity 
of its income tax and tax system generally. 


It is exceedingly important, therefore, 
that the tax exemption privilege be termin- 
ated at the earliest possible time. The ac- 
complishment of this result would be rela- 
tively easy so far as future issues of the 
bonds are concerned. In the case of the 
present issues, however, the immediate and 
complete termination of the exemption 
would be somewhat difficult, for it would 
involve the impairment of the equities of 
some innocent investors who could rightful- 
ly claim that they had no proper warning 
that the tax exemption privilege might be 
terminated some day. It should be possible, 
however, to develop some reasonable plan of 
a partial termination of the exemption on 
the existing issues which would give due 
recognition to all legitimate property rights. 
The present period is most propitious for 
the effectuation of this important change. 


—PAUL STUDENSKI, Fiscal Advisor to 
Governor of N. Y. State in address before 
the Tax Institute. 
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Public Utility Outlook 


Public utility prospects, from the invest- 
ment viewpoint and development of the 
country, are essentially encouraging, ac- 
cording to W. H. Duff-of Duff & Phelps, 
Chicago. Speaking before the 1943 business 
meeting of the National Association of 
Mutual Savings Banks, Mr. Duff remarked: 
“T would expect great technological ad- 
vances in the art of producing public utility 
services, and we might have many changes 
in the production and distribution of elec- 
trical energy, and of heating energy, of 
which the gas industry is the principal dis- 
tributor in the utility field; but I doubt if 
there will be any great change in serving 
water, as this is a rather static industry. 
There also will be advances in communica- 
tions and urban transportation may be rad- 
ically revamped.” 


Regarding the ownership of the utility 
industry, Mr. Duff said that “unless there 
is a change in the law which would require 
business enterprise operated by municipal- 
ities to pay Federal taxes, as private cor- 
porations pay, there will undoubtedly be a 
more definite trend toward the acquisition 
of electric and gas properties by municipal- 
ities. 


ee 


Corporate Income Record 
The National City Bank tabulation of 


the reports of 2,560 leading companies, 
whose aggregate capital and surplus of 
$57,150 millions at the beginning of last 
year comprised more than 40 per cent of 
the total for all American corporations, 
shows combined net income after taxes of 
$4,962 millions in 1942, compared with 
$4,969 millions for the same companies in 
1941. 


Summary of Net Income After Taxes of Leading 
Corporations in 1941 and 1942 
(In Millions of Dollars) 


Net Income % Chg. % Return 

No. Division 1941 1942 1941-42 1941 1942 
1,336 Manufacturing .. $2,926 $2,522 -—-14 12.3 10.1 
125 Mining & quar. 112* 125* +12 6.8 17.5 
BE TD iste 233 216 —7 11.0 9.9 
238 Transportation .. 549 1,032 +88 4.6 8.7 
200 Public utilities .. 647 579 —l11 6.8 6.0 
102 Service & constr. 62 84 +36 9.4 12.3 
421 Finance . 405 —8 7.2 6.5 





2,560 Total .................... $4,969 $4.963 8.9 8.7 


*Before certain charges. 











CURRENT EVENTS 


XPRESSING concern over the up- 
ward trend in the acreage per farm 
and the increase in the number of very 
large farms, Frank O. Lowden, former 
Governor of Illinois, devised 21,000 acres 
of alluvial land in Arkansas to the Farm 
Foundation. Devoting more than four 
pages of his will to setting forth his phil- 
osophy on rural living and his specific 
wishes as to the property devised, Gov. 
Lowden stated that it was his desire that 
the Trustees of the Foundation use the 
property in conducting experiments in 
small farms for the purpose of develop- 
ing methods by which family-sized farms, 
on which adequate attention is given to 
production of food for home consumption 
as well as for sale, can be successfully 
operated as a desirable mode of life for 
a substantial portion of the population 
of the United States. 


In another provision, Mr. Lowden, who 
twice was candidate for the Republican 
presidential nomination, bequeathed $30,- 
000 to the Visiting Nurses Association 
of Chicago for the endowment of a nurse 
in honor of his deceased wife who, he 
said, had intended to make such an ar- 
rangement during her lifetime but had 
failed to do so. In addition to numerous 
legacies to employees, the will gave $1,500 
to a Farm Institute, the income to be 
used to pay prizes to a boy and girl for 
excellence. The remainder of the estate 
is left in trust for Gov. Lowden’s chil- 
dren. The Northern Trust Company of 
Chicago was named sole executor and 
trustee... 


Stephen Vincent Benet, noted poet and 
author who wrote “John Brown’s Body” 
and the “Devil and Daniel Webster,” left 
everything to his wife, declaring that he 
had full confidence that she would pro- 
vide for their three children. In naming 
Mrs. Benet as executrix, he gave her full 
discretion to deal with his literary works 
as she saw fit. The writer also “earnest- 
ly requested” all who have letters of his 
to refrain from publishing them unless 
with the consent of the executrix ... 
Charitable, educational and other public 


Where There’s A Will... 














institutions will receive from twelve to 
fifteen million dollars from a trust fund 
established under the will of Louis Dud- 
ley Beaumont, founder of the May De- 
partment Stores. There were 98 specific 
bequests totalling nearly $2,000,000. One 
clause directed the trustees to select 
charitable institutions to receive $1,000,- 
000 in memory of his only child who died 
many years ago. Irving Trust Company 
of New York was appointed intermediate 
trustee... 


NE of the first great steelmasters, 

Percival Roberts, Jr., named the 
Fidelity-Philadelphia Trust Company as 
executor and trustee under his will. A 
member of the first board of directors 
of the U. S. Steel Corp., Mr. Roberts was 
known throughout the world as an au- 
thority on structural steel and bridge 
work. ... William R. Grace, first vice 
president of Ingersoll-Rand Co., named 
the New York Trust Company as co-exe- 
cutor and co-trustee of his will which 
leaves the remainder of his estate in 
trust for three daughters, with one-third 
of the principal payable to them at age 
25, 30 and 35. Mr. Grace, who was a 
director of the shipping firm of W. R. 
Grace & Co., gave $50,000 to the Grace 
Institute, a school for young women, of 
which he also was a director... The 
Citizens and Southern National Bank of 
Columbia, S. C., was appointed trustee in 
the will of William Elliott, publisher of 
the newspaper The State, and State Food 
Administrator during the first World 
War. He was an attorney and director 
of numerous corporations... 


Rufus L. Patterson, chairman of the 
board of American Machine and Foundry 
Co., and inventor of many devices for the 
tobacco industry, directed his executors 
to build a mausoleum on his Southampton 
property designed after the Clark mauso- 
leum in Los Angeles, “a picture of which 
will be found in my office desk.” Mr. 
Patterson named the architect whom he 
wished to draw the plans for the monu- 
ment. In a 1931 codicil, he gave $10,000 
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in Government bonds to Wachovia Bank 
and Trust Company, Winston-Salem, for 
the upkeep of the family burial plot in 
that city, and cancelled the debts of 
named persons, excepting $214,000 which 
he had paid for his son-in-law’s seat on 
the Stock Exchange... 


Whitney Warren, designer of such not- 
able structures as the Grand Central 
Terminal group in New York and the 
library of the University of Louvain in 
Belgium, appointed the United States 
Trust Company of New York and his son, 
as executors and trustees of his will. Mr. 
Warren, who founded the Society of 
Beaux Arts Architects and originated the 
famous Beaux Arts Ball, directed that 
one-third of his estate be added to two 
trusts which had been established for his 
wife, one by her father and the other by 
himself. A considerable number of real 
estate parcels were specifically devised 
to his children. 


Manual on Wartime Personnel 
Administration 


A manual of wartime personnel admin- 
istration for banks, prepared by the de- 
partment of Customer and Personnel Rela- 
tions of the American Bankers Association, 
is now available, according to William 
Powers, deputy manager of the A.B.A. in 
charge of the department. Based upon six 
months of study and on personnel confer- 
ences held by the A.B.A. in every Federal 
Reserve district, the manual consists of 
twenty-three sections containing analyses 
of bank personnel shortages in wartime and 
related problems. 

Chief among these twenty-three sections 
are those dealing with “Sources of Staff 
Replacements,” “Women in Bank Work,” 
“The Forty-Eight Hour Week,” “Defer- 
ment Experience” and “Deferment Pro- 
cedure” adopted by many banks, and a 
discussion of the War Manpower Com- 
mission’s “Manning Tables.” 


SS 


Leon Henderson, the country’s first price 
and rationing administrator, has announced 
that he would become associated with the 
Research Institute of America, Ine., or- 
ganization interpreting governmental regu- 
lations to 35,000 members. 
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Report on Manpower 


A detailed report based on British war 
experience and compiled from extensive 
research into wartime manpower problems 
of financial institutions in England, has 
been reprinted in limited edition by the 
Guaranty Trust Company of New York. The 
report was originally presented to Parlia- 
ment by a Committee on Man-power in 
Banking and Allied Businesses, in Ordinary 
Insurance, and in Industrial Assurance. 
(See our comment, p. 125, Feb. issue.) 


a 


John Burns Passes 


John A. Burns, a vice president in the 
Trust Department of the Chase National 
Bank, and widely known in New York fidu- 
ciary circles, died last month at the age 
of 53. 

Mr. Burns 
was in bank 
work over 35 
years, his first 
position being 
as a messen- 
ger with the 
K nickerbocker 
Trust Com- 
pany, remain- 
ing with that 
bank and _ its 
successor, the 
Columbia 
Trust Com- 
pany, until 
1917. At that 
time Mr. Burns 
joined the Mer- 
eantile Trust 
Company as assistant secretary upon its 
organization in 1917, and was appointed 
trust officer in 1918, retaining that title 
after the merger of the Mercantile with 
the Seaboard National Bank in 1922. 
Three years later, he became a vice pres- 
ident, an office he held continuously through 
the mergers of the Seaboard with the Equit- 
able Trust Company in 1929, and the con- 
solidation of the Equitable with the Chase 
National Bank a year later. 

Mr. Burns had recently served two terms 
as president of the Corporate Fiduciaries 
Association of New York, and during the 
past year was chairman of the Trust Func- 
tions Committee of the New York Bankers 
Association. 


JOHN A. BURNS 
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CURRENT EVENTS 


DISTRICT OF COLUMBIA 


Washington—Mrs. Helena D. Reed, as- 
sistant trust officer of the LINCOLN NA- 
TIONAL BANK, has been appointed an 
Assistant United States Attorney. Asso- 
ciated with the legal staff of the bank since 
1924 she has been a trust officer since 
1937, a member of the Bar Association 
since 1915, past president of the Women’s 
division, and prominent in the Association 
of Bank Women in Washington. 


FLORIDA 


Palm Beach—Gordon W. Lynn, municipal 
judge, and Stanley A. Wilson were elected 
assistant trust officers of the FIRST NA- 
TIONAL BANK. Judge Lynn will serve 
in the absence of Richard C. Boggs, who is 
in active service at Camp Blanding. Mr. 
Wilson has been with the trust dept. since 
1941, previously associated with the Miami 
First National Bank and Fifth Third Un- 
ion Trust Co., Cincinnati. 


St. Petersburg—William H. Goodman has 
been elected president of the FLORIDA 


NATIONAL BANK, succeeding the late, 


C. D. Dyal. 
Mr. Goodman 
continues in 
his capacity as 
vice president, 
trust officer 
and director of 
the Florida 
National in 
Jackson- 
ville, and as 
director of the 
Florida Na- 
tional of Or- 
lando and St. 
Petersburg. He 
is well known 
in banking cir- 
cles having been with banks in Knoxville, 
Atlanta and Florida and came from an 
official position with the Citizens and South- 
ern National bank in Atlanta to assume his 
duties with Florida National in 1927. 





WILLIAM H. GOODMAN 


GEORGIA 


Atlanta—Thomas E. Arnold promoted to 
trust officer of the FIRST NATIONAL 
BANK; F. L. Williams appointed assistant 
trust officer. Mr. Arnold is a graduate 
of the Graduate School of Banking and 
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joined the bank in 1925, while Mr. Williams 
has been in the trust dept. for 17 years. 


INDIANA 


Indianapolis—Harold B. Tharp, former 
trust investment manager of the FLET- 
CHER TRUST COMPANY, was recently 
promoted to vice president. 

Seymour—J. R. Blair, trust officer, SEY- 
MOUR NATIONAL BANK, has been elect- 
ed secretary of the local Co-Operative 
Building and Loan Association. 


MICHIGAN 


Jackson City—Carl F. Spaeth, former 
executive vice president, has been elevated 
to president of JACKSON CITY BANK & 
TRUST CO., succeeding John W. Miner. 
Mr. Spaeth was associated with the First 
National Bank & Trust Co., Flint, for 15 
years and joined Jackson City as vice pres- . 
ident in 1935. 


NEW JERSEY 


Princeton — Miss Marguerite McClena- 
ghan, formerly assistant trust officer of the 
PRINCETON BANK & TRUST COM- 
PANY, has been appointed tax accountant 
and assistant secretary. 


NEW YORK 


Buffalo—Leston P. Faneuf, assistant vice 
president of the MARINE MIDLAND 
GROUP, INC., has resigned to become as- 
sistant to the president of Bell Aircraft 
Corp. 


Jamestown—J. G. Klinginsmith has been 
elected executive vice president, a newly 
created office of THE NATIONAL CHAU- 
TAUQUA COUNTY BANK, succeeding 
Henry Schwartz, who resigned as vice pres- 
ident and cashier. Mr. Klinginsmith was 
formerly Pittsburgh manager of Harris; 
Forbes & Co., and later associated with 
Peoples-Pittsburgh Trust Co. 


New York—Alfred R. Thomas has been 
appointed vice president of the GUARAN- 
TY TRUST COMPANY, identified with the 
bank’s relationships in the Pacific Coast 
territory. Mr. Thomas resigned as execu- 
tive vice president of the First Trust & 
Savings Bank of Pasadena, California, late 
in 1941 to take charge of the Priorities Di- 
vision of the War Production Board for 
Southern California. He was also engaged 
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in investment banking business in Pasa- 
dena, with Blyth & Company and Chase 
Securities Co. A graduate of Cornell Uni- 
versity with degree of Mechanical Engineer, 
he is a past president of the California 
Bankers Association. 


New York—Governor Dewey has appoint- 
ed John Frank Wood, formerly trust offi- 
cer of CHEMICAL BANK & TRUST CO. 
as Deputy Superintendent and Counsel of 
the New York 
State Banking 
Dept., to suc- 
ceed Jackson 
S. Hutto who 
is now Super- 
intendent. Mr. 

Wood, a grad- 

uate of Har- 

vard Law 

School where 

he made Phi 

Beta Kappa, 

has been with 

the bank 

since 19387, 

first as an at- 

torney and J. F. WOOD 

later as trust officer in charge of the legal 
division of the personal trust department, 
after travelling in Europe on a fellowship 
and subsequently being associated with the 
firm of Barry, Wainwright, Thacher & 
Symmers. 


OHIO 


Akron—W. T. Saltsman, heretofore as- 
sistant trust officer of the FIRST-CEN- 
TRAL TRUST CO., has been elected vice 
president of the credit department. 


OKLAHOMA 


Tulsa—J. C. Pinkerton, associate counsel 
of the FIRST NATIONAL BANK & 
TRUST CO., and formerly Oklahoma Legal 
Editor of Trusts and Estates, has been 
commissioned a Lieutenant (s.g.) in the ad- 
ministrative division of the Navy Air 
Corps, located at Quonsett Point, R. I. 


VIRGINIA 


Lynchburg—James R. Gilliam, Jr., ee- 
vated from vice president and trust officer 
to president of the LYNCHBURG TRUST 
& SAVINGS BANK, succeeding R. T. 
Watts, Jr.; Paul Sackett promoted to vice 
president; L. D. Horner, Jr., to trust offi- 
cer and director; Raymond J. McGregor 
to secretary-treasurer. Mr. Gilliam is a 
son of the bank’s first president. 
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TRUST INSTITUTION BRIEFS 


Chicago, Ill.—Mark A. Brown, vice pres- 
ident of the HARRIS TRUST & SAVINGS 
BANK, has been elected president of The 

Association of 

Reserve City 

Bankers, suc- 

ceeding Percy 

J. Ebbott, vice 

president of 

Chase National 

Bank. Mr. 

Brown was 

consultant of 

the Federal 

Reserve Board 

in the develop- 

ment of Regu- 

lation V and 

Federal - bank 

cooperation in 

MARK A. BROWN the financing 

of war industry. J. H. Frost, president of 

the FROST NATIONAL BANK, San An- 

tonio, was named vice president of the As- 

sociation, and Wallace M. Davis, vice pres- 

ident of the Citizens Union National Bank 
of Louisville was named treasurer. 


Philadelphia, Pa—Captain John W. 
Clegg, Jr., assistant trust officer of the 
PENNSYLVANIA COMPANY for Insur- 
ance, on leave of absence for military duty, 
is creating an “amazing metemorphosis” by 
introducing American methods as a civil- 
ian employment officer at a great American 
supply and maintenance depot in India 
where thousands of Indians are employed. 
Stationed there for 9 months he told his 
key assistants, including many professional 
and business men, that “the caste system 
will not exist here. Promotions and wage 
increases will be solely on a merit basis. As 
long as you are in this depot, you are in 
America and fall in with American ways 
of doing things or fall out.” American in- 
structors are teaching the coolies to main- 
tain airplanes on a team basis, a prize being 
awarded for the one having the best record. 


Pittsburgh, Pa.—Alexander P. Reed, vice 
president of FIDELITY TRUST COM- 
PANY, has been conferred the degree of 
Doctor of Laws by Washington and Jeffer- 
son College in recognition of 16 years ser- 
vice as president of the Board of Public 
Education and his services as a trustee of 
Carnegie foundations. 





WHAT OF REMOTE HEIRS? 


Escheat or Heavy Taxation Where Intestate Leaves 
Only Distant Relatives 


FRANCIS NIMS THOMPSON 
Judge of Probate Court, Greenfield, Mass., and 


GUY NEWHALL 
Member of Lynn (Mass.) Bar 


Judge Thompson and Mr. Newhall raise here a very timely question in 


the field of succession. 


We have submitted their suggestion to a number 


of authorities and their observations are appended. Comments by readers 


would be welcomed.—Editor’s Note. 


NDER almost universal law, if a per- 

son dies intestate leaving property, 
his kindred, no matter how remote they 
may be, will inherit. Even third or fourth 
cousins can inherit if they present suffi- 
cient plausible genealogical proof. Only 
if no one is able to come forward with 
proof of heirship does the property es- 
cheat to the state. 

Many things exist in the law which 
have come down to us from time im- 
memorial because no one has ever stopped 
to ask “Why should this be?” It is time 
that lawyers and legislators asked this 
question as to the law of inheritance. A 
person dies intestate leaving an estate 
but no immediate family. After a while 
“heirs” begin to make claims. The so- 
called genealogists, otherwise known as 
heir-hunters, begin to dig up claimants. 
Not all of these heir-hunters are honest 


and intend to discover only honest claim- 
ants. 

Why should a second cousin, who prob- 
ably never heard of the decedent, and 
vice versa, inherit the estate merely be- 
cause the decedent made no will? About 
half the people who leave estates leave 
no wills. Some who know nothing of the 
laws of descent and distribution claim to 
be “satisfied with the will the law 
makes”; but not one of these knows 
which of his kindred will survive him. 


Escheat to State 


OULD not the public prefer that 

the estates of such of these persons 
as leave no near kindred be paid into the 
state treasury? A man as truly selects 
his heirs by not making a will as by 
making one. It is his privilege, granted 
by the state, to make a will. Why should 
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the state, when its needs are so great, 
keep alive a statute which sacrifices its 
rights in favor of the distant kindred of 
every person who fails to exercise his 
privilege of making a will? 


Several worthy purposes would be ac- 
complished by a law providing that kin- 
dred who are neither ancestors nor de- 
scendants of an intestate decedent or of 
his parents or grandparents—in other 
words, more distant than first cousins 
and their issue—should not inherit his 
property, which would thus be paid into 
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the state treasury. First, it would fur- 
nish revenue and lighten taxation. Sec- 
ond, it would abolish the delay, expense, 
litigation, and uncertainty involved in the 
determination of distant relationships. 
Third, it would obviate fraud. Fourth, it 
would avoid the inequality of the undis- 
covered kindred taking nothing while the 
discovered kindred take everything. And, 
further, these objects would be accom- 
plished without diminishing the rights 
of the decedent or depriving distant 
kindred of anything which they had a 
right to expect. 


INCREASE TAX ON REMOTE INHERITANCES 


WESTON VERNON, JR. 
Chairman, American Bar Assn. Section of Taxation, and 
ALAN L. GORNICK 
Member of New York City Bar 


HE proposal that property of dece- 

dents dying intestate and leaving no 
immediate relatives should go to the state 
rather than to remote relatives raises two 
fundamental questions: (1) What is the 
basis of our present laws of intestate 
succession? and (2) What should be the 
purpose of laws regulating the succession 
to property on the death of the owner? 


A re-examination of this part of our 
law requires an understanding of the 
feudal origin of our laws of succession. 
The feudal laws centered on the land. 
The fundamental idea was that there 
should always be some one ready to per- 
form the various feudal services which 
the landholder owed to the noblemen un- 
der whom it was held, and ultimately to 
the king. This principle was especially 
evident in the laws relating to the suc- 
cession of property after death. The 
land went to the eldest son, not because 
as a member of the family he had any 
right to it, but because he was presum- 
ably better qualified to perform the obli- 
gatory military and other services. It 
was, therefore, for the lord’s interest to 
have him succeed to the property. A 
father could not inherit from his son; 
females took nothing while there were 


living males; and the second son nothing 
so long as his elder brother was alive. 
English law remained practically station- 
ary at this point until 1825, except for a 
statute, adopted about 1540, making all 
lands devisable by will in order to give 
the owner power to disinherit an incom- 
petent eldest son and leave all the prop- 
erty to the one best fitted to keep up the 
family prestige and perform its obliga- 
tions. 


Such were the laws of England when 
our forefathers came to this country. 
They were designed to protect an heredi- 
tary aristocracy, and many of their pro- 
visions were so out of keeping with demo- 
cratic ideas that the colonists never 
adopted them in full—such as, for exam- 
ple, primogeniture and distinctions of sex 
—though in some colonies for many 
years the eldest son took a double portion. 
Our present law is the result of many 
modifications of the English law, but its 
underlying principles, so far as it can be 
said to have any, are still those of feudal 
England. Thus, we have the curious 
anomaly of a law which allows any rela- 
tive, however remote, to take the whole 
estate, and yet leaves the owner the 
option of excluding his only child for no 
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better reason than because it is his whim 
to do so. The obvious absurdity and in- 
justice of such a law make it highly de- 
sirable that its foundations be re-exam- 
ined. 


Such Inheritance Not Within Aims 


HAT, then, should be the purpose 

of laws regulating the succession 
to property on the death of the owner? 
This question has been considered many 
times and by men of widely different 
views, in different periods of time, and 
with substantial unanimity. Grotius, 
Pufendorf, Blackstone, Mill, Bentham 
and Professors Ely and Morton all have 
agreed fundamentally on certain general 
principles to which the law should con- 
form in distributing the estates of de- 
ceased persons. Collectively they tell us 
that the law should aim, first, to consider 
the wishes of the former owner; second, 
to secure adequate provision to his fam- 
ily and those dependent on him; third, to 
promote the interests of society and the 
state. A law which leaves a man’s en- 
tire estate to an unheard of relative, 
whom the owner often has never even 
seen or known, may often fail to meet 
any one of these aims. Such a law can- 
not be said to effectuate the will of the 
owner. It is doubtful whether it serves 
either the state or society, since, in ef- 
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fect, it furnishes the professional next- 
of-kin-and-unclaimed-money-agent with 
the means of trading on people’s cupid- 
ity by dangling uncertain “millions” be- 
fore them. 


In one respect great inroads have in 
recent times been made upon the entire 
matter of succession through the imposi- 
tion of inheritance and estate taxes. Fol- 
lowing the adoption of a system of in- 
heritance or succession taxes by New 
York in 1885, taxation of inheritances, 
legacies or successions has become gener- 
al in jurisdictions through the United 
States. The tax is nearly always a grad- 
uated or progressive one. Often the 
amount is so large in the case of great 
fortunes as to constitute, in effect, a lim- 
itation upon the quantity of property 
that can pass to more distant relatives. 
by intestate laws. Liberal exemptions 
are usually, and properly, granted under 
these statutes to the wife and children. 
Growing demands of the state for new 
sources of revenue might properly be 
directed to this field. Perhaps there is 
no more effective manner in which public 
opinion can translate itself into legisla- 
tion arresting the course of descent to 
remote kin than by increasing the inheri- 
tance or succession taxes where more dis- 
tant relatives would receive property of 
intestate decedents. 


ECONOMIC AND MORAL CONSIDERATIONS 


WILLIAM C. WISEMAN 
Judge of Probate Court, County of Montgomery, Dayton, Ohio 


HE basic reason for a law which per- 

mits the next of kin to inherit from 
the decedent may lie in two fields: first, 
economic; and second, the moral right of 
the person involved. The underlying 
reason for distributing the estate of a 
decedent to the next of kin was an eco- 
nomic one. However, I do not overlook 
the moral right of the immediate mem- 
bers of the family to inherit from an 
ancestor. As a matter of fact, those in 
the immediate family, several centuries 
ago, may have contributed more to the 


creation of the estate of the ancestor 
than is the case today. 

If the economic principle is considered, 
it occurs to me that in this modern age 
where the creation of wealth is so well 
protected by the state, the state should 
benefit more largely in the distribution 
of such wealth to remote relatives upon 
the death of the decedent. The state 
may be benefited either by providing that 
no one beyond a descendant of a grand- 
parent of the decedent shall have the 
right to inherit under the intestate laws; 
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or, if this right of inheritance is pre- 
served for distant relatives, then a larger 
inheritance tax could be assessed. 

There are few instances where per- 
sons, who in point of relationship are 
more distant than descendants of grand- 
parents, had any association with the 
decedent or any moral right of expec- 
tancy to his estate. Moreover, the exclu- 
sion of distant relatives would greatly 
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simplify the settlement of many estates. 

Since the state for the next few gen- 
erations will be in great need of revenue, 
and an effort must be made to find some 
new sources, it may be the better part 
of wisdom to exclude such persons from 
the right of inheritance and provide that 
in the absence of a will the property shall 
escheat, if the next of kin are more re- 
mote than descendants of grandparents. 


LIMIT SUCCESSION TO NEAREST RELATIVES 


WALTER L. NOSSAMAN 


Los Angeles: Chairman of Committee on State and Federal Taxation, 
Probate and Trust Law Divisions, American Bar Assn. 


EFORE commenting specifically on 

this proposal I will call attention to 
a scandal now current in this county 
which has become famous and threatens 
to become perpetual. 

In December, 1937, Michael F. O’Dea, 
eccentric, economical, died in Los Ange- 
les leaving a fortune of several million 
dollars. He was born in Canada some 
ninety-two years ago, his father, Timo- 
thy, being an immigrant from Ireland. 
O’Dea left no will, and his heirs were not 
readily identifiable. Shortly after his 
death claimants flocked in, the total 
reaching approximately four hundred, 
the number being now reduced to about 
eighty. In addition to persons who ap- 
parently are blood relatives, numerous 
claimants who seem to be rather obvious- 





ly fakes have turned up. Additional con- 
fusion has arisen from the fact that 
there were a number of Timothy O’Deas, 
contemporaries of Michael’s father but 
not related to him, living in the same part 
of Canada. The question of heirship to 
O’Dea’s estate has now been in the Super- 
ior Court for this county since shortly 
after his death. Several thousand pages 
of testimony have been taken, including 
a vast accumulation of exhibits. The 
case has been to the Supreme Court of 
the state in one form or another nine 
times, and the story is not yet finished. 
The absurdity of the proceeding is ren- 
dered perfect by the fact that it is being 
tried before a jury. 

The case has cost the county and the 
state an immense sum of money. And 
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for what? In order to determine who, 
among various persons, shall take his es- 
tate; to choose among claimants, all of 
them practically strangers to O’Dea, some 
of whom may not have been aware of his 
existence until he was dead. O’Dea’s 
wealth, going back to the State of Cal- 
ifornia, would have been of some benefit 
to the community. If not satisfied with 
that disposition (assuming that the law 
had made such a disposition) he could 
have changed the devolution of the prop- 
erty in any way he saw fit by will. It is 
gravely questionable that he would have 
given any of the present claimants one 
dollar. 


I agree with the suggestion of the 
Messrs. Thompson and Newhall, except 
that I do not think it goes far enough in 
eliminating remote heirs. Succession as 
against the state in the case of intestacy 
might well be limited, as far as collaterals 
are concerned, to brothers and sisters, 
nephews and nieces, providing, of course, 
that if there are any persons in existence 
within these classes so as to prevent in- 
testacy, then the descendants of deceased 
members of those classes take on the 
principle of representation. Such a stat- 
ute would work no hardship and would 
in no way infringe upon the right of peo- 
ple to dispose of property as they saw fit, 
and I believe that in preventing such un- 
seemly spectacles as are now being en- 
acted in the O’Dea case (and as are con- 
stantly being enacted on a smaller scale 
in innumerable cases), it would have an 
extremely desirable effect. Furthermore, 
such a statute would not disappoint the 
expectations of anyone who has any rea- 
sonable claim to a decedent’s property. 


New Commissioner 


Hartford, Conn. — Richard Rapport, 
Deputy Commissioner since 1939, has been 
appointed Banking Commissioner by Gov- 
ernor Baldwin, to succeed Walter Perry, 
who will retire July 1st, having reached 
the legal retirement age last year, but con- 
tinued in office at the request of Governor 
Hurley. Rapport is 40 years of age and 
has been with the Banking Department all 
but two of the years since 1926. 
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Withholding Tax Booklets 


The new 1943 Withholding Tax is more 
complicated, more confusing than the Vic- 
tory Tax or any previous tax measure. The 
employer has his set-up to establish, his 
bookkeeping to work out, and his employees’ 
questions to answer. The employee has his 
confusion of mind and his monthly budget 
to adjust. 


With these problems in mind Prentice- 
Hall tax experts are issuing two booklets. 
One is small, convenient for insertion in pay 
envelopes, and explains how the law works 
and how deductions are figured. It pro- 
vides a simple means to save time and stop 
the deluge of questions and discussions 
which the employer has to confront. The 
same firm is offering a larger booklet, in- 
cluding more details and worked-out illus- 
trations. Tables and charts make each of 
these indispensable for quick reference by 
employer and for distribution to employees. 


For further information address: Walter 
A. Mayer, Prentice-Hall, Inc., 70 Fifth Ave- 
nue, New York. 
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CODIFIED 


Texas Gets Workable Statute Clarifying Many Questions 
—Other States May Benefit 


J. S. WHITWORTH 
Vice President and Trust Officer, Guardian Trust Company, Houston, Texas 


RUSTMEN, as well as the Bar Asso- 

ciation, its members and individuals 
of Texas, have felt for a number of years 
the need for a uniform trust act. There- 
fore, the Trust Section of the Texas 
Bankers Association about two years ago 
appointed a committee to make a study 
of this subject. Last summer there was 
a committee of twelve appointed by Pres- 
ident Claude E. Carter of the State Bar, 
the purpose of which was to prepare an 
adequate law to be passed at this session 
of the legislature. This committee con- 
sisted of three members each from the 
Bar, Civil Judicial Council, three law 
schools, and corporate fiduciaries in the 
State.* 


The final draft of the code was com- 
pleted in February, was passed by the 
legislature, with only seven dissenting 
votes, and was signed on April 19, 1943, 
by Governor Stevenson. It became a law 
immediately. 


The act applies only to express trusts; 
therefore, the existing law as to construc- 
tive trusts and resulting trusts is not af- 
fected. It gives the life tenant of real 
estate held in trust a legal estate as op- 
posed to merely an equitable estate. This 
is of importance in common law states 
where legal and equitable rights and 
remedies are administered in different 
courts and legal remedies are not avail- 
able to the equitable owner. This effects 
some change in the existing law and 
therefore it is intended that the act apply 
only to trusts created in the future. 


Liberalizes Rules 


ECTIONS 15 and 16 of the code per- 

mit the trustee to vote corporate 
stock by proxies and provide for the hold- 
ing of stock and other property in “street 
names.” 


The act eliminates the unduly restric- 
tive rule of the common law requiring 
unanimity of action by trustees, unless it 
is otherwise provided by the trust instru- 
ment or by court order. The common law 
rule has caused much trouble because it 
permits a single dissenting trustee to 
render the other trustees helpless to per- 
form their functions, requiring special 
court order or removal of trustees in or- 
der to break the impasse. 

The strict rule of common law required 
that creditors sue the trustee individual- 
ly. The trustee in turn had a right of 
reimbursement or exoneration against 
the trust estate. However, this act adopts 
the Texas rule, permitting direct suit 
against the trust estate or suit against 
the trustee in his representative capacity, 
with appropriate protection to the trust 
beneficiaries by requiring notice of suit 
to be served upon them. Suit against the 
trustee personally is also permitted un- 
less the trustee, in making the contract 
on which the suit is based, has clearly 
identified himself by at least adding the 
word “trustee” after his signature. 


Freedom of Testator 


HE code in its entirety makes it plain 

and conclusive that the trustor has 
full freedom to make his own provisions 
in the trust agreement to cover all the 
subjects to which the act relates. The 
various details and provisions of the act 
apply only when the trust instrument is 
silent as to the trustor’s wishes. The only 
exceptions to the rule of full freedom of 
contract upon the part of the trustor are 


*Bar: Edward S. Boyles, W. L. Matthews, Maur- 
ice Purnell. Council: Ira P. Hildebrand, D. A. 
Simmons, A. H. Britain. Schools: Harvey M. 
Richey, Clyde Emery, R. D. Moorhead. Fiducia- 
ries: George W. Briggs, George M. Irving, J. S. 
Whitworth. 
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the prohibitions of Sections 10, 11 and 
12 as applied to corporate trustees.* It 
also permits any beneficiary of a trust, if 
of full legal capacity and acting upon full 
information, by written instrument deliv- 
ered to the trustee, to relieve the trustee 
from any and all the duties, restrictions, 
responsibilities and _ liabilities which 
would otherwise be imposed upon the 
trustee by this act, including the release 
of the trustee from any and all liability 
to such beneficiary for past violations of 
any of the provisions of the act, except as 
to the duties, restrictions and liabilities 
imposed upon corporate trustees by Sec- 
tions 10, 11 and 12. 

Section 25 states the extent of the pow- 
ers of the trustee where the trust instru- 
ment fails to specify these powers with 
respect to sale, lease, exchange, making 
of oil and gas leases, repairs, improve- 
ments, compromise settlements, payment 
of taxes, employment of attorneys, etc. 
This section is important, especially so 
in the making of oil, gas and other min- 
eral leases, as the Supreme Court of Tex- 
as recently held that a mineral lease was 
void where the instrument did not specifi- 
cally provide for the making of leases 
even though the instrument gave the 
trustee authority to sell and exchange 
property. 


Principal and Income Questions Solved 


HE determination of what cash re- 

ceipts and disbursements of income 
or principal are credited or charged to 
the life beneficiary or to the principal of 
the estate frequently presents a difficult 
question, a mixed question of law and 
accounting aS to which there are no 
statutes and little case law in Texas. 
Therefore, Sections 26 through 36 are 
designed to eliminate the confusion and 
uncertainty which result from the ab- 
sence of case law on these questions. The 
code provides a method whereby the trus- 
tee may determine what interest the life 
beneficiary’s estate has in income collect- 


*Sec. 10 prohibits corporate trustee from lend- 
ing to itself or officers, etc. Sec. 11 requires col- 
lateral for trust funds deposited in commercial 
department. Sec. 12 prohibits trustee from selling 
to or buying from trust estate. 
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ed or accrued as of the date of his death 
or other termination of his interest. It 
eliminates the necessity of amortizing 
premiums and discounts on bonds re- 
quired by a trust, except securities pur- 
chased on a discount basis and not bear- 
ing interest in which case the discount 
when received or recovered shall be in- 
come; and supplies a method for the use 
of principal in a business where the trus- 
tee is authorized to continue same and 
defines what is income and what is prin- 
cipal in the operation of the business. 
It provides for the life tenant to partici- 
pate in the proceeds from the sale of un- 
productive property under certain condi- 
tions. 

Oil, gas and other minerals, lease 
bonuses and delay rentals are treated as 
income. Oil, gas and other mineral roy- 
alties are treated as principal to the ex- 
tent of the customary depletion allowance 
of 2742% and the remainder is income. 
The full amount of the revenues from 
other depleting property having a limited 
life, if the trustor intended that such 
property be retained in the trust, is in- 
come; otherwise the revenues in excess of 
an annual yield of 5% on the property are 
treated as principal. 


Revocable Unless Otherwise 


HE act provides that every trust 

shall be revocable by the trustor dur- 
ing his lifetime unless expressly made 
irrevocable by the terms of the instru- 
ment. 

The prudent-man rule for trust invest- 
ments was submitted to the legislature 
but was amended and, under the act as 
passed, a trustee is not authorized to pur- 
chase common or preferred stocks and 
certain limitations are placed on the in- 
vestment of trust funds in bonds and 
notes. 

The members of the committee feel 
that, while the law as passed is not per- 
fect, it is a sound workable instrument 
as it is a brief statement of fundamental 
principles and practices. It will supply 
trustees with a standard of policy and 
practice and should satisfy the legal mind 
because it is an orderly, scientific state- 
ment of sound common law principles. 
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CURRENT FEDERAL TAX NOTES 


PETER GUY EVANS 


Certified Public Accountant: Member of New York Bar; 
Lecturer at Rutgers and Columbia Universities 


Supreme Court Decisions 


TOCK dividend of non-voting common 

on common not taxable. A corpora- 
tion having two classes of common stock 
—voting and  non-voting—distributed 
non-voting common stock to all its stock- 
holders. The Court held that such a dis- 
tribution to a taxpayer holding only the 
voting common stock was nontaxable, 
under the rule of Helvering v. Griffiths, 
S. Ct., No. 467, Mar. 1, 1943, because the 
stockholder owned exactly the same in- 
terest in the net value of the corporation 
both before and after the distribution. 
Helvering v. Sprouse, S. Ct., No. 22, 
April 5, 1943. 


Where stockholder owned all the com- 
mon shares of a corporation, a dividend 
distribution in non-voting preferred 
stock was also held nontaxable. Court 
holds Koshland v. Helvering, 298 U. 8S. 
441, distinguishable. Strassburger v. 
Commissioner, S. Ct., No. 66, April 5, 
1943. 


Other Court Decisions 


Restriction of sale of stock affects es- 
tate tax value. Decedent owned stock in 
closely held corporation, where articles 
of incorporation provided that stock must 
first be offered to the corporation at book 
value. On date of death stock had a book 
value of $15 and the Tax Court found a 
value of $35 based on earnings. On ap- 
peal by executors, the Court remanded 
and directed the Tax Court to give full 
weight to restriction on sale of stock to 
corporation, and to other relevant fac- 
tors. Worcester County Trust Co. v. 
Commissioner, C. C. A.-1, March 29, 
1943. 

Property includible in gross estate. 
Under exercise of general powers of ap- 
pointment, property passed to decedent’s 
widow, daughter, and grandson. Grand- 
son’s share was conceded as part of the 
taxable estate. The widow’s and daugh- 
ter’s share, although actually less than 


what they would have received had the 
power not been exercised, were held to 
be includible in the gross estate. The 
Court reasoned that where the appointees 
under power of appointment do not re- 
nounce but rather elect to take under the 
will of the donor, then the full value of 
all the appointed interests is includible 
in the gross estate. Commissioner v. Es- 
tate of Henry H. Rogers, C. C. A.-2, No. 
170, April 2, 1943. 

Transfer of insurance policies taxable 
to estate. In 1935, decedent terminated 
trust which he set up in 1929 and trans- 
ferred the corpus of the trust consisting 
of insurance policies to his wife, who sub- 
sequently transferred them to a corporate 
trustee. The Court, affirming the Dis- 
trict Court, held that the transfer was 
one made in contemplation of death; here 
the decedent died within eight months of 
the transfer to his wife. The motive, to 
save his wife from the estate tax, was 
determinative, and hence was taxable in 
his estate. Since the wife had full con- 
trol over the policies and could have used 
them during her lifetime, the ruling 
seems a bit strong. First Trust & De- 
posit Co. v. Shaughnessy, C. C. A.-2, No. 
157, April 8, 1943. 


Estate tax—remainder interest trans- 
ferred and powers of appointment. exer- 
cised. Where taxpayer’s decedent trans- 
ferred his remainder interest in certain 
property to a trust, such transfer was 
held nontaxable. Likewise, where power 
of appointment was exercised in favor of 
the same beneficiaries as would have 
taken under the will (had the power not 
been exercised) it was held nontaxable. 
Wanamaker, Memo. T. C., March 23, 
1943. 


Income from trust for grantor’s minor 
children not taxable to grantor. Mother 
set up trusts for two minor children. 
Husband was made trustee with power to 
alter, amend, or revoke the trust, in 
which latter event the corpus would re- 
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vert to the grantor. The Tax Court held 
petitioner not taxable on trust income as 
the mother was not legally liable for the 
children’s support. Newman v. Commis- 
sioner, 1 T. C. No. 126. 


Rulings, News, Etc. 


H. J. Res. 100, approved by the Presi- 
dent, extends filing date for Form 991 
for 1940 and 1941 to September 15, 1943. 
Form 991, provides for relief from ex- 
cess profits tax; it is one of the most im- 
portant provisions in our tax law as it 
may mean life or death for many corpo- 
rations. 

The Disney Bill, H. R. 1780, removing 
the $25,000 ceiling limit on certain salar- 
ies, became law without the President’s 
signature. 

Final returns for-1943 decedents. The 
income tax return of a decedent for a 
fractional part of the year 1943 shall be 
filed on or before the fifteenth day of 
the third full calendar month following 
the close of the fractional part of the 
year. 

War losses on German and Japanese 
securities. Pursuant to Section 156 of 
the Revenue Act of 1942, the cost or 
other basis of all German and Japanese 
Government bonds and all bonds issued 
by municipalities, states, or other politi- 
cal subdivisions of those countries is fully 
deductible in the year 1941 as of the re- 
spective dates war with Germany and 
Japan was declared by the United States. 
Claims for refund of 1941 taxes should 
be filed accordingly. 


Rights of Foreign Trust 
Companies 


Connecticut’s Attorney General recently 
ruled (April 2, 1943) that an Illinois trust 
company could not act as testamentary trus- 
tee in Connecticut. The basis for the rul- 
ing is that Connecticut permits foreign 
trust companies to act within her jurisdic- 
tion in particular instances—and without 
qualifying to do business—only if the domi- 
ciliary state accords Connecticut institutions 
the same privilege. Since Illinois does not 
permit acting without qualifying as a for- 
eign corporation, the two States’ laws are 
not reciprocal and therefore Illinois corpor- 
ate fiduciaries may not act in Connecticut. 
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ANCILLARY 
ADMINISTRATION 
in NEW YORK STATE 


W: invite inquiries concerning 
ancillary administration from attor- 
neys and trust companies of other 
states. 


Our affiliation with 19 other Marine 
Midland Banks in the Empire State 
gives the additional advantage of 
having a New York State fiduciary 
with close contacts in thirty-eight 
cities and towns. 
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A Marine Midland Bank 
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STATE LEGISLATION AFFECTING FIDUCIARIES 


Connecticut 


(Several measures are awaiting the Gov- 
ernor’s approval. Included are a bill au- 
thorizing the probate court, which has ap- 
pointed a fiduciary as a substitute for one 
engaged in war service, to remove such sub- 
stitute and reappoint original fiduciary; a 
bill to validate acts by attorneys-in-fact 
whose principal in the armed forces was not 
alive at the time, provided act was done in 
good faith and without knowledge of death; 
and a bill to permit principal and surety on 
a bond to deposit assets with bank, safe de- 
posit or trust company.) 


Delaware 


S.B. 34: Enacts prudent man rule of 
trust investment. (Previously reported as 


awaiting Governor’s signature.) 


Illinois 


(A bill permitting establishment of com- 
mon trust funds is awaiting signature by 
the Governor.) 


Iowa 


S.B. 109: Permits fiduciaries to invest 
in life, endowment or annuity contracts 
(executors, when authorized by will; guar- 
dians and trustees limited to 25% of fund 
in their possession). 


H.B. 275: 
Death Act. 


S.B. 296: Provides for the release of 
powers of appointment and the manner in 
which such powers may be released. 


Enacts Uniform Simultaneous 


Kansas 


H.B. 33: Authorizes the making and re- 
cording of a power of attorney covering 
real and personal property. Death of the 
principal does not revoke the agency where 
the power has been recorded unless there is 
knowledge in the community of the death 
or the facts are such as to impute fraud or 
negligence in not knowing of the death. 


Maine 

Ch. 266: Enacts Uniform Stock Trans- 
fer Act. 

Ch. 268: Repeals law which provided 

that where will provided for payment of 

tax on a bequest out of other property, no 


tax was chargeable on sum applied in pay- 
ment of tax. 


Massachusetts 


Ch. 72: Previous to this statute the law 
has been that the subsequent marriage of 
the parents of an illegitimate child, coupled 
with an acknowledgment of him as their 
child, rendered him legitimate for all pur- 
poses. This statute extends the rule to 
cases where a man is legally adjudged to 
be the father of the child, even where the 
parents do not subsequently marry. 


Ch. 152. Authorizes release and dis- 
claimers of powers of appointment and 
provides for the methods of doing so. 


Minnesota 


Ch. 635: Adopts prudent man theory of 
trust investment. 


Ch. 497: Relates to suspension of powers 
of fiduciary engaged in war service. 


Ch. 338: Authorizes state banks to reg- 
ister and hold fiduciary assets in name of 
nominee. 


Ch. 339: Same for trust companies and 
national banks. 


Ch. 248: Enacts 
Death Act. 


Ch. 477: Provides for payment of estate 
preperty to representatives of certain for- 
eign countries on behalf of national of such 
country. 


Ch. 95: Facilitates acknowledgments of 
persons in armed forces. 


Ch. 504: Changes method under which 
banks will be required to handle joint bank 
accounts, and safe deposit boxes under joint 
tenancy leases, upon death of one of owners. 


Uniform Simultaneous 


Missouri 


H.B. 46: Permits trust company to re- 
tain its own stock in estate or trust where 
stock is received as part thereof. 


Nevada 


Ch.-63: Prohibits foreign trust institu- 
tions from acting as fiduciary in this State. 


New Hampshire 


S.B. 35: 
21 to 18. 


Reduces testamentary age from 
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New Jersey 


A.B. 256: Makes a power of attorney by 
any person in military service valid until 
revoked by the principal or his personal 
representative or heirs, by an instrument 
of record, notwithstanding the death or 
possible death of the principal. 


A.B. 254: Facilitates the acknowledg- 
ment of deeds of trust by persons in mili- 
tary service. 


A.B. 284: Makes conclusive in favor of 
executors and trustees composition with the 
State Tax Commissioner and payment of 
compromise taxes on remainder interests 
under wills or other instruments where the 
time for payment of the taxes may be post- 
poned until the termination of estate. 


A.B. 205: Permits fiduciaries under cer- 
tain conditions and with the approval of the 
court to abandon estate or trust property. 


A.B. 171: Increases from one year to 
18 months the time within which legacies 
are payable under wills probated after the 
effective date of the act, and reduces from 
6 to 3 percent interest on legacies under 
wills probated after the effective date. 


A.B. 170: Permits trust instruments which 
are not otherwise able to be recorded be- 
cause not acknowledged to be recorded. 


New York 


Ch. 632: Overrules effect of Deyo v. 
Adams by declaring that the right of an 
owner, co-owner or beneficiary to receive 
payment of a United States Savings Bond 
according to its terms shall not be defeated 
or impaired by any statute or rule of law 
governing transfer of property by will or 
gift or intestacy. 


Ch..611: Provides a new proceeding for 
accounting for living and testamentary 
trusts in the Supreme Court. Two of the 
outstanding features are (1): No referee 
shall be appointed to examine a trustee’s 
account where only a question of law is 
involved or no objections have been filed 
to the account, and (2) a provision for re- 
presentation by the living members of a 
class where the remainder is left to such 
class. 


A.B. 1160: Completely changes the basis 
for testamentary trustees’ compensation. 
From the income the trustee is entitled an- 
nually to 6% on the first $2,000, 3% on the 
next $10,000 and 2% on the balance. From 
principal the trustee is to receive an amount 
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equal to 110% of the income commission. 
Provision is made for perpetual trusts, 
trusts with more than three fiduciaries, 
trusts in which rents must be collected and 
for compensation for extraordinary ser- 
vices. 

A.B. 1161: Similar to A.B. 1160, but 
applicable to living trusts. 

Ch. 608: Amends the Estate Tax Law 
generally to bring it into line with the new 
Federal provisions with respect to commun- 
ity property, charitable pledges, property 
previously taxed, disclaimer of legacies re- 
sulting in a transfer to charitable uses, and 
the liability of transferees for estate tax. 


Ch. 629: Provides that savings banks 
may invest in bonds and mortgages on real 
estate in any adjoining state. 

Ch. 443: Exempts from Stock Transfer 
Tax the following transfers among others: 
From a decendent to his executor or ad- 
ministrator; from a minor to his guardian 
or from a guardian to his ward upon at- 
taining majority; from an incompetent to. 
his committee or from a committee to a 
former incompetent; from trustees to sur- 
viving, substitute, succeeding or additional 
trustees of the same trust. 
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Ch. 479: Provides for the disposition of 
property on simultaneous death. 


Ch. 528: Permits savings banks to in- 
vest up to 80% of appraised value of real 
estate meeting certain conditions. 


A.B. 1462: Provides that where a life 
insurance policy is payable to two or more 
persons, such payment shall be made in 
equal shares unless the policy otherwise 
provides. (Since some insurance compan- 
ies issue only one check to the order of all 
beneficiaries unnecessary inconvenience 
was often experienced, especially where one 
of the beneficiaries was an infant.) 


A.B. 834: Provides that the Stock Trans- 
fer Tax may be paid without the use of 
stamps. 


A.B. 1585: Amends law regulating com- 
mon trust funds (for complete analysis see 
article by George C. Barclay in April is- 
sue). 


Ch. 476: Permits the release of powers 
of appointment other than a power in trust 
which is imperative. The power may be 
released in whole or in part both as to 
property and as to the persons in favor of 
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whom it would be exercisable. Alternative 
methods of delivery are set forth. 


S.B. 1036: Provides a means whereby 
fiduciaries can obtain an award of commis- 
sions without the necessity of filing an 
intermediate account. 


S.B. 302: Is designed to secure from 
Federal taxing authorities an allowance as 
a deduction in estate tax computations of 
certain sums authorized to be set aside for 
the support of a family of the deceased 
during settlement of the estate. 


Ch. 245: Amends income tax law to 
bring it into harmony with Federal law 
governing taxation of alimony and separate 
maintenance payments. 


Ch. 357: Adds to the cases in which 
fiduciaries in war service may be suspended, 
the case where a person is named as fidu- 
ciary in a will but is unable to qualify be- 
cause of war service. 


Ch. 308: Adds to classes of war service 
(for purpose of suspension of powers of 
fiduciaries so engaged) service in merchant 
marine or similar service. 


North Carolina 


H.B. 647: Provides for release of pow- 
ers of appointment. 


H.B. 153: Provides alternative methods 
for satisfying dower rights where decedent’s 
real estate must be sold to pay debts. 


North Dakota 


S.B. 185: Provides for disposition of 
property on simultaneous death. 


Oregon 


H.B. 208: Adopts a community property 
system. 


Ch. 273: Provides for investment by 
guardian of funds paid by United States 
government by way of insurance, pension 
or other benefit; limits compensation but 
allows for extra commission for extraordin- 
ary services. 


H.B. 126: Permits trustees to invest 
in notes or bonds secured by first lien 
on improved real estate in Oregon, Wash- 
ington, Idaho or California, provided such 
liens are based on 60% loans; these loans 
may be owned by the trust company prior 
to trust fund use. Also permits investment 
in shares of savings and loan associations. 


H.B. 171. Amends Uniform Principal 
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and Income Act to exempt from its cover- 
age bonds issued on a discount basis and 
subject to fixed appreciation. The incre- 
ment is considered income. 


H.B. 317: Provides that New York State 
trust companies may act as fiscal agents 
for Quasi-Municipal or Civil Sub-Division 
of the State. 


H.B. 164: Permits deduction of expenses 
incurred in management of property for 
production of income. 


H.B. 176: Extends income tax exemption 
to trust income used for religious and char- 
itable purposes. 

H.B. 399: Permits court to authorize 
executor or administrator to continue dece- 
dent’s business up to one year after death. 


S.B. 54: Extends to three years (formerly 
one) time allowed for exemption of prop- 
erty previously subject to inheritance tax. 


Pennsylvania 


Act Number 28: Permits individual co- 
fiduciaries to consent to investments in com- 
mon trust funds maintained by their cor- 
porate co-fiduciaries. 


Tennessee 


Ch. 108: Permits State to reach proper 
ty held in trust for its judgment debtor. 


Utah 


H.B. 41. Adds to legal investments secur- 
ities guaranteed by U. S., Federal Home 
Loan Bank bonds; Federal Savings and 
Loan Insurance Corp. bonds; shares in 
State and Federal building and savings and 
loan associations. 

(The following laws have been enacted; 
their numbers were not available at the 
time of going to press.) 

A.: Exempts from Utah inheritance tax 
intangibles of nonresident decedents resid- 
ing in states which also exempt nonresi- 
dents’ intangibles. 

B.: Shortens from one years to six months 
time within which a will may be contested 
after admission to probate, and eliminates 
provision which had extended to infants 
and incompetents the absolute right of con- 
test for one year after disability terminated. 

C.: Amends state inheritance tax law to 
conform to Federal law on taxation of prop- 
erty held in joint tenancy or tenancy by the 
entirety, property previously taxed, charit- 
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able bequests, and deduction of attorney’s 
fees. 


Washington 


S.B.10: Facilitates acknowledgments of 
persons in the armed forces. 


S.B. 114: Provides for disposition of 
property on simultaneous death. 


S.B. 115: Liberalizes requirements for 
eligibility of railroad securities to conform 
to New York statute. 


H.B. 4: Authorizes the making of a will 
by any person who is 18 years of age and 
married or actively engaged in the armed 
forces or Merchant Marine. 


H.B. 94: Provides for a hearing on the 
biennial guardianship reports (formerly, 
these interim orders foreclosed no one). 


H.B. 95: Amends Uniform Trustees Ac- 
counting Act so that it applies only to 
testamentary trusts created by wills exe- 
cuted after June 11, 1941. The previous 
law made the date of death controlling. 


H.B. 135: Overcomes Decker v. Fowler 
by declaring that surviving co-owner or 
beneficiary of a savings bond is entitled to 
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absolute ownership upon the death of the 
owner. 


H.B. 154: Provides that where a witness 
is in the armed forces a will may be estab- 
lished by proof of the handwriting of the 
testator and the absent witness. 


H.B. 332: Broadens Class A. donees un- 
der gift tax law to include adopted children 
or lineal descendants of adopted children, 
sons-in-law and daughters-in-law. It di- 
vides the $50,000-$100,000 bracket into 
two $25,000 brackets with the rates of 3% 
and 4% respectively. 


H.B. 333: Makes similar amendments 
with respect to the Inheritance Act, and 
further enlarges the Class A exemption. 


Wisconsin 


Ch. 49: Provides that the death of a 
principal does not revoke a power of at- 
torney until the attorney has notice of the 
death or as to one who without notice of 
such death in good faith deals with the 
attorney. 
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Ch. 11: Permits minors in the armed 
forces to make wills. 


 , 


Powers of Appointment and The New 
Revenue Act 


56 Harvard Law Review 739—March 1943. 


Here, with an introduction by Professor 
Erwin Griswold, are two excellent articles 
on questions raised by the release provisions 
of the Revenue Act. They are written by 
John H. Alexander and Walter L. Nossa- 
man, and are probably the best material 
on the subject to date. 

————0o 


Delaware Adopts Conference Policy 


Following the lead of Ohio and South 
Carolina, the Delaware Bankers and Bar 
Associations have adopted the Statement of 
Policies of the joint National Conference 
Group relating to estate practices. A sig- 
nificant reservation states that the bankers 
do not concede that the drafting of wills 
and administration of estates are considered 
to be the practice of law. 
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The complete roster of editors appears in July and January. 





Assets —— Administration — “Arrange- 
ment’’ under Bankruptcy Act for In- 
solvent Estate 


Colorado—-Supreme Court 


Hilliard v». McCrory, Feb. 23, 1943. 


Conservator of incompetent applied to 
the County (Probate) Court for permission 
to file petition in bankruptcy for an “ar- 
rangement” under Chapter XII of the Bank- 
ruptey Act of 1938. Approval given and pe- 
tition filed. A Trustee in bankruptcy was 
appointed and an administrator was ap- 
pointed. An “arrangement” was agreed 
upon which provided for the organization 
of a corporation and the issuance of stock 
in the corporation to the creditors. Trustee 
in bankruptcy transferred assets to the cor- 
poration and the conservator was dis- 
charged. 

HELD: The court having jurisdiction 
over the affairs of the estate of an incom- 
petent person may, in its discretion, au- 
thorize the filing of a petition for an “ar- 
rangement” under Chapter XII of the Bank- 
ruptey Act of 1938, and the creditors of the 
estate are bound thereby. 


a 0 
Co-Fiduciaries — Liability of Co-Execu- 
tor and Surety for Embezzlement by 


Executor 
Connecticut—Supreme Court 


American Surety Company of New York v. McMul- 
len, 129 Conn. 575-647, March, 1943. 


Plaintiff paid a loss on bond of M as con- 
servator of the estate of C arising out of an 
embezzlement by M. M attempted to cover 
up his embezzlement by executing notes of 


another estate of which he was executor. 
M deposited part of the proceeds of his 
embezzlement in the bank account of the 
estate of which he was executor, and used . 
the remainder for his own personal pur- 
poses. Plaintiff brought suit on the notes 
and as subrogee against M, the co-executor, 
individually and as executor, and the sure- 
ty. Plaintiff claimed that co-executor and 
surety were liable because estate had been 
allowed to remain open since 1926. Judg- 
ment was entered for the plaintiff against 
M individually and in favor of the other 
defendants. 

HELD: An executor of an estate is not 
liable for the wrongful conduct of a co- 
executor in doing something entirely out- 
side the scope of his duties as executor. 
The duty of an executor to see that the 
estate is as speedily settled as could reason- 
ably be done is one not owed to the world 
at large but to those having an interest in 
the estate, and, for any breach of that duty, 
he is primarily answerable in the Probate 
Court, not to strangers to the estate in a 
court of general jurisdiction. 

The moneys in the present case, by their 
deposit in the name of the estate, did not 
become assets of it, there was no obligation 
on the co-executor to account for them and, 
until used for the benefit of the estate, did 
not enrich it. 

For certain purposes co-executors are 
considered in law as an individual person, 
but that principle is not carried so far 
as to hold one co-executor liable for misuse 
of funds of the estate in possession of an- 
other executor, unless he has delivered them 
to that other or has concurred in or been 
negligent in not preventing that misuse. 
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Distribution — Death of Beneficiary of 
Testamentary Trust during Life of 
Testator 


Florida—Supreme Court 


Exchange National Bank of Tampa, 
March 12, 1943. 


Jackson ¥ 
12 So. (2d) 450. 


Testatrix bequeathed a fund to a trustee 
to pay income to servant for life, with power 
to encroach if necessary for servant’s sup- 
port and directing payment of corpus on 
servant’s death to a church. The servant 
predeceased the testatrix. In determining 
whether or not there was a lapse of the 
legacy, it was 

HELD: Where trust is declared for the 
benefit for life of one who dies during life 
of testator, a naked trust is created which 
becomes payable to remainderman. 


————_—_——— -0o-——_--———- 


Distribution — Effect of Laws of Domi- 
cile on Succession to Personal Prop- 
erty Acquired in Another State 


California—Supreme Court 
Re Perkins’ Estate, 134 P. (2d) 231 
1943). 


(Feb. 11, 


Mrs. Perkins died intestate, a resident 
of California, her estate consisting princi- 
pally of personal property inherited from 
her husband, Wallace Perkins, who had de- 
ceased prior to the time she came to Cali- 
fornia. The property had been acquired 
while the Perkins’s resided in New York, 
or in Colorado. Clifford Perkins, son of 
Mrs. Perkins’ deceased husband by a for- 
mer marriage, claimed her estate on the 
ground that the property having been ori- 
ginally the separate property of her pre- 
deceased husband, and having come to her 
by gift or inheritance, he was entitled to 
succeed to it under Sec. 229, Probate Code. 
That section in effect gives the property 
of a person dying intestate and without 
issue, to heirs of a predeceased spouse, 
where the latter originally owned the prop- 
erty and it came to the decedent by gift, 
will or inheritance. In the circumstances 
of this case, the issue of the deceased hus- 
band would prevail over the wife’s heirs 
(not issue or spouse) even though the 
property was originally community (Sec. 
228). On appeal from a judgment holding 
Clifford Perkins entitled to the part of the 
estate identifiable as coming from property 
previously owned by Wallace Perkins, judg- 
ment affirmed. 

HELD: Regardless of the status of the 
property prior to the time it was brought 
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into this state, it was subjected to the Cali- 
fornia laws of succession when Mrs. Per- 
kins became domiciled here, and whether 
it would have been community property or 
the separate property of the deceased hus- 
band if acquired in California, Clifford 
Perkins was entitled to succeed to it under 
Sees. 228 and 229, Probate Code. 

Three judges dissent, on the ground that 
the property was neither “separate” nor 
“community,” having been acquired in a 
jurisdiction where those terms are unknown, 
in the sense in which they are used in 
California. 

oO 


Distribution Failure to Renounce 
Within Time Provided by Statute - 
Conflict of Laws 


Maryland—Court of Appeals 


Bish v. Bish, et al., Daily Reeord, April 27, 1945. 


Testator, a resident of York County, 
Pa., died Jan. 29, 1939, leaving real estate 
located in that County and in Maryland. 
His Will left to his wife for life the income 
from $3000 and a life estate in the Penn- 
sylvania real estate. No mention was made 
of the Maryland real estate. On Feb. 6, 
the widow filed in the Orphans’ Court in 
York County her election to take under the 
Will. On Aug. 8, 1939, a certified copy of 
the record of the proceedings in the York 
Court was filed in Carroll County, where 
ancillary letters of administration were 
taken out. 

In Nov. 1940 the widow filed a petition 
in York County stating that when she 
filed her election to take under the Will 
she did not have a full understanding of 
her rights, and requesting that she be al- 
lowed to file her election to take against the 
Will. The York Court then passed an Or- 
der cancelling the election of the widow 
to take under the Will and directing that 
her election to take against the Will be en- 
tered on the record. A certified copy of 
these proceedings was filed in Carroll 
County sometime after Jan. 1, 1941. 

On December 9, 1942, the widow filed a 
Bill of Complaint against the other heirs 
in the Cireuit Court for Carroll County 
alleging that by reason of her having filed 
her election to take against the Will in 
York County, she was entitled to an undi- 
vided one-third interest in the real estate 
in Carroll County, and requesting a parti- 
tion of said real estate. 

The Maryland Code requires a surviving 
widow to file a written renunciation in a 
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specified form “within six months after 
the first grant of Letters Testamentary.” 


HELD (three Judges dissenting): 1. 
That six months’ period within which the 
renunciation must be filed applies to all 
real estate located in Maryland regardless 
of the provisions of the domicile of the 
testator with respect to such renunciation, 
and the widow is consequently barred from 
her dower and statutory rights in property 
located in Maryland. 

2. The land in Carroll County is charged 
with the life estate of the widow in the 
$3000, and the case was remanded in order 
that testimony might be taken to determine 
the value of the real and personal property 
in Pennsylvania received by the heirs and 
the widow in order that any inequalities 
which might result by the widow having 
renounced the Will in Pennsylvania and 
taking thereunder in Maryland might be 
adjusted. The value of the property taken 
by the widow in Pennsylvania and Mary- 
land should not exceed the value of the life 
estate, computed under the rules of Court, 
devised to the widow by the Will which 
she failed to renounce in Maryland. 
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The effect of this decision appears to be 
that the widow takes against the Will in 
Pennsylvania and may take under the Will 
in Maryland. 


ee 


Distribution -— Relief by Legatee 
Against Extrinsic Fraud in Obtaining 
Decree 

California—Supreme Court 
Larrabee v. Tracy, 134 P. (2d) 265 (Feb. 25, 1943). 


A decision substantially in accord with 
that previously reported in 75 Trusts and 
Estates 193, Aug. 1942, has been handed 
down. 


0 


Distribution —- Widow's Statutory Share 
Effect of Election on Realty Specifical- 
ly Devised 


Minnesota- Supreme Court 
In re Taylor's Estate, 7 N. W. (2d) 320. 


T’s will bequeathed a Wisconsin farm to 
brother A; a Minnesota farm to brother 
B; and the homestead, stocks, bonds and 
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other personal property and estate to W, T’s 
wife, for the term of her life, the remain- 
der to the children of brother A. W re- 
nounced the will, and elected to take her 
statutory share. The Probate Court assign- 
ed half of the personal property to W; 
homestead to W in fee, and also to W an 
undivided one-half interest in the Minne- 
sota farm, the other half interest to brother 
B. The District Court sustained B’s claim 
that the express provisions of T’s_ will 
should prevail over the statutory laws of 
descent; B was granted the Minnesota farm, 
and W was assigned money and personal 
property in lieu of it. W had not consented 
in writing to the grant to B under the 
will. 

HELD: Reversed. This question of 
whether a surviving -spouse, who elects to 
take her statutory share, is entitled to one- 
third (or in this case one-half, there being 
no children) of land specifically devised to 
another by T’s will, is a new one in Minne- 
sota. When a surviving spouse renounces a 
will, the laws of descent apply. Upon re- 
nunciation by W, the title to an undivided 
half of the Minnesota farm passed to her, 
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notwithstanding the will of T. The law 
presumes that T made his will with knowl- 
edge of W’s right to renounce. Therefore, 
the intent of T may be defeated in view of 
clear legislative intent to the contrary. 


a 


Powers — Appointment Reference 
to Donee’s Will to Ascertain Appoin- 
tees Although Power Lapsed when 
Donee Predeceased Donor 


New York-—Surr. Ct., New York Co. 
Matter of James, 40 N. Y. Supp. (2nd) 4. 


The will of the donor of the power of 
appointment provided that in default of 
appointment, the appointive property should 
pass as a part of the estate of the donee 
of the power in the manner directed for 
the distribution of intestate property. The 
will of the donor further provided that if 
the donee predeceased the donor, the prop- 
erty which would otherwise have consti- 
tuted the trust fund in respect of which the 
power was exercisable should immediately 
go to the remaindermen as if the donee 
had survived the donor. The donee pre- 
deceased the donor and the donee left a will 
giving her entire residuary estate to her 
husband. A construction of the will of the 


donor was sought to determine the per- 
sons entitled to the appointive property. 


HELD: The power of appointment 
lapsed, since the donee predeceased the 
donor; but that did not mean that the will 
of the donee could not effect a disposition 
of the appointive property, because it could 
be referred to, not as transferring the 
property by an appointment, but to define 
and make certain the persons to whom the 
property should pass by the will of the 
donor in case of the predecease of the 
donee. The Court determined that by the 
language of the donor’s will providing for 
the disposition of the appointive property 
in case of the predecease of the donee, 
there was evinced an intention to make a 
gift of the appointive property directly to 
the persons named in the doneg’s will even 
though the donee had predeceased the 
donor. 


siinaieieasiniilaiarenciidiniiniiajeasian 


Powers — Foreign Right of Foreign 
Representative to Sue 


New York—-Supreme Court, Sp. T. II 


Sutila v. New York Central Railroad, N.Y.L.J., 


April 28, 1943. 


The plaintiff sued as administratrix ap- 
pointed in Pennsylvania to recover dam- 
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ages for the death of her husband, without 
obtaining ancillary letters in New York. 
It was contended that the plaintiff lacked 
legal capacity to sue and that the New 
York Court of Appeals had left that ques- 
tion open in Wikoff v. Hirschel, 258 
N. Y. 28. 


HELD: The plaintiff could sue in New 
York without previously obtaining ancil- 
lary letters. Wikoff v. Hirschel intimated 
strongly that a statute of a sister state 
would be enforceable in New York unless 
its provisions were in conflict with New 
York public policy or unless the remedy 
prescribed by such statute were not adapt- 
able to New York forms of procedure. In 
the instant case, the Pennsylvania statute 
(where the death occurred) was practically 
the same as the New York statute and there 
was no conflict in public policy or forms of 
remedy. 


————0 


Powers — Limitations — Right of Trus- 
tee to Declaratory Relief Where Con- 
flicting Claims to Trust Estate Are 
Asserted 


Calitornia—-Supreme Court 


Security-First National Bank v 
270 (Feb. 25, 1943). 


Tracy, 134 P. (2d) 


The decision in the District Court of 
Appeal in this case, reported in 75 Trusts 
and Estates 195—Aug. 1942, has been af- 
firmed. 


$< Q——_—_—__-—_- 


Philadelphia, Pa.—Carl W. Fenninger, 
vice president of Provident Trust Co., has 
been named to the American Bankers Assn. 
Sub-Committee on Social Security. 
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Blue Book Reports Bank Resources 


The Rand McNally Bankers Directory for 
1943 discloses that an additional 56 banks 
(in 27 states) increased their total re- 
sources to $25 million or over, in the last 
half of 1942, to make a total of 390 in this 
“Big Bank” classification. 


This new edition of the BLUE BOOK 
shows that deposits, surplus, total resources, 
cash, and Government bonds all have reach- 
ed new all-time highs. Deposits are $100,- 
905,160,000; total resources, $110,080,044,- 
000; and Government holdings $45,986,- 
649,000, as of March, 1943. Included among 
its features are latest available statements; 
new executive personnel and directors lists; 
the nearest banking points to all non-bank 
towns; a 5-year list of discontinued bank 
titles; official lists of all bank associations 
and government banking agencies; and the 
FDIC status of all banks. A list of attor- 
neys for every bank town (separately 
bound) accompanies each copy, which sells 
for $15, delivered. 
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Georgia Bankers Name Trust Committee 


The newly appointed Trust Committee of 
the Georgia Bankers Association is com- 
posed of N. Baxter Maddox, vice president 
and trust officer, First National Bank, At- 
lanta; Joseph H. Thompson, vice president 
and trust officer, Savannah Bank & Trust 
Co., H. K. Park, president and trust officer, 
First National Bank of Columbus; R. V. 
Watterson, vice president, Citizens & 
Southern National Bank, Athens; Walter 
M. Jones, trust officer, First National Bank, 
Dalton; Alfred Boylston, trust officer, Trust 
Co. of Georgia, Atlanta; and Walter 
Cothran, vice president and trust officer, 
National City Bank of Rome. 


BANK AND TRUST COMPANY ADVERTISEMENTS 


ALABAMA— Birmingham 
First National Bank 


CALIFORNIA— Los Angeles 
Security-First National Bank of Los Angeles 
75, 193, 262, 389, 
Title Insurance & Trust Co. 


San Diego 
Union Title Insurance & Trust Co. 
San Francisco 
Bank of America N. T. & S. A. 
Crocker First National Bank 


20, 288, 


DELAWARE— Wilmington 


Equitable Trust Co. 50, 180, 274, 327, 
Security Trust Co. 
Wilmington Trust Co. 


DISTRICT OF COLUMBIA—Washington 
American Security & Trust Co. 


GEORGIA— Atlanta 


Citizens & Southern National Bank 
68, 110, 239 
Trust Company of Georgia 
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ILLINOIS— Chicago 
American Natl. Bank & Trust Co. 
Chicago Title & Trust Co. 
City National Bank & Trust Co. 26, 
Continental Illinois Natl. Bk. & Trust Co. 
First National Bank of Chicayo 4 
Harris Trust & Saving Bank 
Northern Trust Co. 36, : 
1OowA— Des Moines 
Iowa-Des Moines Natl. Bk. & Trust Co. 


MARY LAND— Baltimore 


Maryland Trust Co. 64, 170, 290, 388, 475 
MASSACHUSETTS— _ Boston 


Boston Safe Deposit & Trust Co. Back Cover 
National Shawmut Bank 481 
Old Colony Trust Co. 126, Back Covers, 314 
State Street Trust Co. Inside Front Cover, 157 


Springfield 
Springfield Safe Deposit & Trust Co. 


Worcester 
Worcester County Trust Co. 


MICHIGAN— 
Bankers Trust Co. 
Detroit Trust Co. 
National Bank of Detroit 


Detroit 


MINNESOTA— Minneapolis 
First National Bank 


St. Paul 
First Trust Co. of St. Paul State Bank 


MISSOURI— St. Louis 


Mercantile-Commerce Bank & Trust Co. 
Mississippi Valley Trust Co. 


St. Louis Union Trust Co. 21, 164, 229, 35% 


NEW JERSEY— Camden 
First Camden Natl. Bank & Trust Co 


Montclair 
Montclair Trust Co. 


Newark 
National Newark & Essex Banking Co. 136 


Plainfield 
Plainfield Trust Co. 


NEW YORK— Brooklyn 
Brooklyn Trust Co. 2, 


, 264, 426 


Inside Front Covers 


New York 
Bankers Trust Co. 219, 41) 
Bank of New York , 291, 482 
Chase National Bank 7, 158, 318, 398 
Central Hanover Bank & Trust Co. 55, 254, 454 
City Bank Farmers Trust Co. 4, 100, 212 
Guaranty Trust Company of New York 42, 240, 336 
Manufacturers Trust Co. 18, 356 
Marine Midland Banks 223, 473 
New York Trust Co. 66, 194, 232, 360, 477 
Title Guarantee & Trust Co. Inside Front Covers 
United States Trust Co. 32, 308 


Rochester 
Lincoln-Alliance Bank and Trust Co. 28, 294, 439 
Security Trust Co. 147 
OoHIO— Cincinnati 
Fifth Third Unien Trust Co. 63%, 120, 299, 362, 46% 


Cleveland 
Cleveland Trust Co. 
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Columbus 
Ohio National Bank 


OREGON— Portland 
United States National Bank 


PENNSYLVANIA— Philadelphia 
Fidelity-Philadelphia Trust Co. 38, 210, 332 
Girard Trust Co. 98, 306 
Land Title Bank & Trust Co. 94, 148, 301, 317, 432 
Philadelphia National Bank 
Inside Back Covers, Back Covers 


Pittsburgh 
Fidelity Trust Co. 90, 191, 
Peoples-Pittsburgh Trust Co. 
Union Trust Co. 


220, 348, 445 

80, 236, 448 
Inside Back Covers 

Reading 

Berks County Trust Co. 


TENNESSEE— 


First National Bank 
Union Planters Natl. Bk. & Trust Co. 


Memphis 


VIRGINIA— 
First and 


Richmond 


Merchants Bank 


95, 112, 287, 385, 


Virginia Trust Co. 15, 183, 292, 361, 


National 


CANADA— 


Guaranty Trust Co. of Canada b1, 249, 458 
Toronto General Trusts Corp. 267, 418 


Toronto 


SERVICES FOR TRUST AND BANK 
OFFICIALS AND ATTORNEYS 


Advertising 
Purse Company 


58, 256, 


Appraisals 
The American Appraisal Co. 
13, 141, 263, 349, 415 
Timberland Appraisals 158, 381 


Auctioneers & Appraisers 
Kende Galleries 


Books 
Blakiston Co. 
Callaghan Co. 46, 
Federal Income, Gift & Estate 
Taxation 49 
Polk’s Bankers Encyclopedia 
Ronald Press Co. 


452 


200 
284 


Business Development 
Tax Publications Co. 


Engineers 
Sanderson & Porter 


Investment Securities 
First Federal Savings & Loan Assn. 
of Atlanta 76, 168, 275, 367, 
R. W. Pressprich & Co. 
73, 167, 271, 366, 
Selected Federals, Inc. 70, 
Shields & Co. 





“We fight not to enslave, 
but to set a country free, 


and to make room upon 


the earth for honest men 


to live in.” 
—Thomas Paine 
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TRANSEER ¥ 
AND \ 


SAFE QKEPOSIT 


ee 
grite.iee we. 
Pasi Heres an 
tqaia TRIS 88. Be 


Chartered 1836 
We have the facilities, the organization, 
and are eager to serve. 


INQUIRIES INVITED 


Girard ‘Trust Company 


BROAD AND CHESTNUT STREETS ¢ PHILADELPHIA 


James E. Gowen, President 


Member Federal Reserve System * Member Federal Deposit Insurance Corporation 





